Canadian Pension System’s
Divestment of Canadian Assets:
The Canary in the Coal Mine

Executive Summary
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Canada Has Cut Back On Investing In Its Greatest Asset - Itself(1.2)

Canada’s Domestic Equity Over Total Equity Exposure Has Declined The Most Out of Peers®
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Canada has significantly cut back investing domestically compared to all peers!
Most pronounced in Canadian public markets, but also in all forms of domestic investment.

1.  Thinking Ahead Institute, P7 countries, encompasses pension assets of US$44T, domestic public equities only.
LetkoBrosseau 2. PIAC, as of 2018 encompasses C$2.1T in Canadian pension assets. 1
3. World Bank, McMillan, Letko Brosseau, total Canadian exposure across all asset classes.



https://www.thinkingaheadinstitute.org/content/uploads/2023/02/GPAS-final.pdf
https://piacweb.org/site/publications/asset-mix-report
https://documents1.worldbank.org/curated/en/780721510639698502/pdf/121375-The-Evolution-of-the-Canadian-Pension-Model-All-Pages-Final-Low-Res-9-10-2018.pdf
https://mcmillan.ca/fr/wp-content/uploads/sites/7/2020/07/MFriedman_SGenttner_CanadaSurvey_0805.pdf

Pension Funds Are Planting Trees Elsewhere

Total Domestic Exposure As a % of Net Assets(1:?) The Pendulum Has Swung Too Far...©®
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For every $1 managed by the eight largest pension funds in Canada, 75 cents is invested
outside of Canada. Peers invest over 100% more in their domestic economies.

1. Letko Brosseau estimates, 2022/2023 public fillings, PSP*/HOOP* total Canadian exposure estimated, asset classes normalized, and geographic exposure approximated to best of public
disclosure, sum of columns/rows may not add up precisely due to rounding. Sources: HOOPP, AlMco, OTPP, BCI, CPDQ, OMERS, CPP, PSP.
Le t ko Brossea u 2. Global SWF 2021 Annual Report, Top 100 State Owned Investors (SOIs), Global industry domestic exposure estimated through a sample of pension and development funds consisting of
total AUM of US$8,517 with $4,394 invested domestically.
3. Globe & Mail.
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https://hoopp.com/docs/default-source/investments-library/annual-reports/annual-report-2022-hoopp.pdf
https://downloads.ctfassets.net/lyt4cjmefjno/7wsBg9VFdTNZclh4ZPkxfg/41a1a55a82bd9d8b9f8cd19c92570c6d/AIMCo_2022_Annual_Report.pdf
https://www.otpp.com/content/dam/otpp/documents/reports/2022-ar/otpp-2022-annual-report-eng.pdf
https://uberflip.bci.ca/i/1503497-2022-2023-corporate-annual-report/0?
https://www.cdpq.com/sites/default/files/medias/pdf/en/ra/2022_cdpq_annual_report.pdf
https://assets.ctfassets.net/iifcbkds7nke/5Y5npV0DgpBzqI6FIOojfj/9e697617978f9fcd4a22193e251e538f/OMERS_2022_Annual_Report-ua.pdf
https://www.cppinvestments.com/wp-content/uploads/2023/05/CPP-Investments_F2023-Annual-Report.pdf
https://www.investpsp.com/media/filer_public/03-our-performance/03-annual-report-2023/pdf/PSP-2023-annual-report-en.pdf
https://globalswf.com/reports/2021annual
https://www.theglobeandmail.com/business/commentary/article-pension-funds-investing-canada/

The Impact Of Domestic Investment

Pension Funds

suonnqUIuoD

Personal
Savings

Feedback
Loop

Foreign
Investments

Domestic
Investments

< Economic Activity

<

Savings

Jobs &
Salaries

Pension funds only see this
part of the system. From
this perspective domestic

and foreign investments are

on equal footing.

The economic impact of
domestic investment on the
domestic economy is
substantial,
macroeconomic, diffuse,
and shared.
Without contributions,
pension funds would not
exist. If contributions suffer,
so do pension funds,
regardless of returns.
Only Government can
regulate this feedback
loop.

Pension funds account for 36% of Canadian institutional savings which are ideal for long-
term equity risk® — the domestic impact of these investments must not be ignored.

LetkoBrosseau

Statistics Canada. (2022, March 11).



https://www.lba.ca/perspective/pension-systems-divestment-of-canadian-equities/#_ftn3

Canada Is Underinvesting

Canadian GDP Per Capita Has Fallen To 75% of US® Canada Is Underinvesting In Its Workers®

Canada to US GDP per Capita 055 Non-residential Capital Spending Per Worker ($CA) Americans invest ~125%
30,000 more per worker.
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Canada’s GDP per capita has fallen to 75% of the United States.
Canada invests substantially less in our own startups, R&D, and our workers.

Letko Brosseau, OECD.

Statistics Canada, BEA, TD Economics, Factset financial data and analytics, Real Private Nonresidential Fixed Investment in US dollars. 4
Letko Brosseau, Statistics Canada (2020), R&D Intensity.

Letko Brosseau, OECD (2019) domestic venture capital spending normalized in US dollars, CPE Media, World Bank.
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Canada Is Not Too Small To Invest In(.2)

Canada’s Pensions Assets Have The Same Relative Size as US®™ Yet We Invest Substantially Less Domestically®
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Canada’s Total Domestic Exposure Greatly Lags Peers (Top 100 State-Owned Investors by AUM, 2021)@3)
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Canada’s pension assets as a share of GDP are in-line with the United States, yet American
pensions invest 130% more domestically — Canada is rich with opportunity.

1. Thinking Ahead Institute.
LetkoBrossea 2. Global SWF 2021 Annual Report, Top 100 State Owned Investors (SOls), data set used to estimate country domestic exposure by aggregating funds by country. United 5
u States consist of US$1285 bn of AUM with 77% invested domestically, while Canada consist of US$1294 bn AUM with 33% invested domestically.

3. Global SWF 2021 Annual Report estimates, Top 100 SOIs with domestic exposure greater than 0%. Graph depicts 80 funds.


https://www.thinkingaheadinstitute.org/content/uploads/2023/02/GPAS-final.pdf
https://globalswf.com/reports/2021annual
https://globalswf.com/reports/2021annual

Maple Eight Asset Class Breakdown(®)

% of Assets HOOPP ($103) AIMCo ($158) OTPP ($244) BCI ($215) CDPQ (5402) OMERS (5128) CPP ($570) PSP (5244) Total ($2064)

Non Non Non Non Non Non
CAD Y
Asset Class CAD CAD CAD CAD CAD |NonCAD| % CAD |Non CAD|

Public Equities 2% 3%

Private Equities 10% | 9% 2% | 7% | 2% | 4% | 2% | 12% 0% | 12% | 14% | 2% | 11% | 2% 2% | 22% | 33% | 0% | 33% | 14% | 0% | 14% | 21% 1% | 19%

Fixed Income 13% | 23% | 23% | 0% | 33% |15% | 18% | 27% 12% | 15% | 19% 1 10% | 9% | 20% | 10% | 0% | 12% H 9% | 3% | 20% | 6% | 14% | 21% 13% | 9%

Credit 0% 5% | 0% | 5% | 5% | 4% | 1% 9% 7% | 2% | 13% | 2% | 11% | 10% | 0% | 10% | 13% | 0% | 13% | 12% | 0% | 12% | 10% | 2% | 9%

Real Estate 5% | 17% | 10% | 7% | 11% | 7% | 4% | 16% 7% | 8% | 13% | 3% | 0% | 23% | 6% | 18% | 9% | 2% | 7% | 16% | 3% | 14% | 13% | 4% | 9%

Infrastructure 3% | 15% | 2% | 14% | 19% | 3% | 16% | 10% 2% | 8% | 11% | 2% | 9% | 19% | 5% | 15% | 9% | 2% | 7% | 22% | 2% | 20% | 13% | 2% | 11%

45% | 100% | 43% | 57% | 100% 33% @ 67% | 100% | 29% | 71% | 100% | 25% | 75% | 100% 24% | 76% | 100% 14% | 86% | 100% | 13% | 87% | 100% | 25% 75%

1. Letko Brosseau estimates, 2022/2023 public fillings, PSP/HOOP total Canadian exposure estimated, asset classes normalized, and geographic
LetkoBrosseau exposure approximated to best of public disclosure, sum of columns/rows may not add up precisely due to rounding. Sources: HOOPP, AlMco, 6
OTPP, BCI, CPDQ, OMERS, CPP, PSP.



https://hoopp.com/docs/default-source/investments-library/annual-reports/annual-report-2022-hoopp.pdf
https://downloads.ctfassets.net/lyt4cjmefjno/7wsBg9VFdTNZclh4ZPkxfg/41a1a55a82bd9d8b9f8cd19c92570c6d/AIMCo_2022_Annual_Report.pdf
https://www.otpp.com/content/dam/otpp/documents/reports/2022-ar/otpp-2022-annual-report-eng.pdf
https://uberflip.bci.ca/i/1503497-2022-2023-corporate-annual-report/0?
https://www.cdpq.com/sites/default/files/medias/pdf/en/ra/2022_cdpq_annual_report.pdf
https://assets.ctfassets.net/iifcbkds7nke/5Y5npV0DgpBzqI6FIOojfj/9e697617978f9fcd4a22193e251e538f/OMERS_2022_Annual_Report-ua.pdf
https://www.cppinvestments.com/wp-content/uploads/2023/05/CPP-Investments_F2023-Annual-Report.pdf
https://www.investpsp.com/media/filer_public/03-our-performance/03-annual-report-2023/pdf/PSP-2023-annual-report-en.pdf

Our Closing Remarks

Pension Funds Are Leaving Canada, But They Are Not to Blame

- Canadian pensions adhere to sound financial principles of expected
returns, risks, and diversification, but the macroeconomic impact on
Canadians’ jobs, incomes and pension contributions go beyond traditional
portfolio risk and return analysis.

Only Government Regulations Can Deal With The Problem

- The level of domestic investment impacts system costs and risks, which
can only be considered at the macroeconomic level by the government.

Given that pension funds are highly subsidized government creations,
governments have the authority, responsibility, and an economic
imperative to regulate them.

Canada Must Start Investing In Itself

- Canada’s 3% weight in the MSCI index is often referred to as an
appropriate investment target. Using this bogey means that the smaller a
country is, the less it should invest in itself, a patently inappropriate
conclusion. Another reference might be the United States where pension
funds invest more than 70% in their domestic economy.

The message is clear — invest more in Canada.

LetkoBrosseau



Further Reading

We invite you to read:

\
* A short “Pension System Frequently Asked Questions” which further examines
the impact of the pension system on the domestic economy, why government
regulation is required, the comparative capacity of the Canadian economy to
absorb investments, and the recommended tools to bring about change.
/
\

» Alonger paper on several unintended and undesirable problems with the pension
system and how regulations can deal with them.

Research
paper

J

Both documents available upon request.

LetkoBrosseau



End Notes

The information and opinions expressed herein are provided for informational purposes only, are subject to change and are not
intended to provide, and should not be relied upon for, accounting, legal or tax advice or investment recommendations. Unless
otherwise indicated, information included herein is presented as of the dates indicated. While the information presented herein is
believed to be accurate at the time it is prepared, Letko, Brosseau & Associates Inc. cannot give any assurance that it is accurate,
complete and current at all times.

Where the information contained in this document has been obtained or derived from third-party sources, the information is from
sources believed to be reliable, but the firm has not independently verified such information. No representation or warranty is
provided in relation to the accuracy, correctness, completeness or reliability of such information. Any opinions or estimates
contained herein constitute our judgment as of this date and are subject to change without notice.

This document may contain certain forward-looking statements which reflect our current expectations or forecasts of future events
concerning the economy, market changes and trends. Forward-looking statements are inherently subject to, among other things,
risks, uncertainties and assumptions regarding currencies, economic growth, current and expected conditions, and other factors that
are believed to be appropriate in the circumstances which could cause actual events, results, performance or prospects to differ
materially from those expressed in, or implied by, these forward-looking statements. Readers are cautioned not to place undue
reliance on these forward-looking statements.
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