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anada is home to some 

of the largest and most 

sophisticated inves-

tors in the world. The 

most prominent of these investors 

are Canada’s pensions, with the 

top 10 collectively managing over 

CAD$1.5trn in assets.

There is much discussion of the 

‘maple’ model of Canadian pension 

investing, the pillars of which in-

clude sophisticated global investing 

teams, extensive use of alternative 

investments, political independence, 

and comprehensive due diligence 

and risk management.

Canadian pensions are facing 

a raft of new opportunities and 

challenges, including growing ge-

opolitical risk, expanding external 

manager programmes, increasing 

emerging market exposure, en-

hanced risk management, and com-

mitment to sustainable investing. 

As these much-admired investors 

consider those emerging themes, 

we see considerable opportunities 

for managers to create partnerships 

with Canada’s pensions. 

Growing geopolitical risk
“As an organisation nearly 85% invest-

ed outside of Canada, we… pay close 

attention to the geopolitical envi-

ronment. In fiscal 2019, this theme 

loomed especially large, with the 

growth of protectionism, trade un-

certainty and growing trade tensions 

– particularly between the United 

States and China.” (CPPIB Fiscal 2019 

Annual Report, pg. 5)

Canadian pensions have been key 

beneficiaries of globalisation, capital-

ising on their ability to access invest-

ments on a global scale — specifically 

via direct investment in infrastructure 

and real estate. However, their signifi-

cant global investment programmes, 

most of which are in long-term assets, 

have also increased their exposure to 

geopolitical risk. These risks involve 

 developed and developing markets 

and are expected to be the biggest 

challenge for Canadian pensions.  

Rising political instability, including 

policy uncertainty, has come to the 

forefront recently. Contributors to 

this rise in geopolitical risk include: 

the US/China trade dispute, Brexit, 

international sanctions and growing 

sovereign debt. While Canadian pen-

sions operate at arm’s length from 

governments within Canada, their 

investments could be materially im-

pacted by  foreign and domestic gov-

ernment policy.

To mitigate the risk, it is crucial for 

Canadian pensions to understand the 

challenges in each market where they 

invest and their potential impact on 

 returns and future opportunity sets. 

One of the ways they are doing this 

is by hiring on-the-ground expertise, 

including external fund managers. 

Managers who can demonstrate their 

expertise in specific jurisdictions, and 

emerging markets in particular, are 

better positioned to develop long-

term investment and co-investment 

relationships with Canadian pensions.

Expanding external manager 
programmes

“Ontario Teachers’ selectively allo-

cates capital to key external man-

agers in order to access specialised 

talent and investment opportunities 

where it is not efficient or practical 

to maintain the equivalent in-house.” 

(Ontario Teachers’ Pension Plan 2018 

Annual Report, pg. 23)

“[Healthcare of Ontario Pension 

Plan] is growing our derivatives and 

fixed income department and we 

have added an external managers pro-

gramme to the group. The programme 

will provide HOOPP with an attractive 

and diversifying return-to-risk profile 

that complements our internal trad-

ing program me. The mandate involves 

making long-term direct investments 

and investments on a managed ac-

count platform.” (HOOPP job posting 

– PM, External Managers Program me, 

Derivatives and Fixed Income)

One of the pillars of the Canadi-

an pension model has been hiring 

in-house investing teams to devel-

op sophisticated global investment 
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One of the largest opportunities as 

developing economies advance and 

modernise, is the need for significant 

investment in infrastructure and real 

assets. Canadian pensions find these 

investments attractive due to their 

long-term nature, risk/return poten-

tial, diversification, and the lack of 

correlation to the global equity mar-

kets. Increasing sovereign debt loads 

have also made these private/public 

partnerships attractive to govern-

ments for projects where they may 

not have considered private invest-

ment in the past.  

Canadian pensions are using in-

house and local resources to under-

stand the potential in each specific 

emerging market, and the risks that 

must be managed before, during and 

after investment. We believe there 

is considerable opportunity for part-

nerships with managers who have a 

strong local presence or have signifi-

cant expertise in these markets.

Enhanced risk management
“La Caisse attaches great importance 

to risk management, which is an in-

tegral part of its activities in both its 

portfolio management and business 

processes… In managing its risks, la 

Caisse takes into account factors 

such as global economic conditions, 

changes in financial markets, and sec-

toral and geographic concentrations 

in the portfolio.” (Caisse de dépôt et 

placement du Québec 2018 Annual 

Report, pg. 53)

As Canadian pensions have 

evolved, so too have their risk man-

agement functions. The amount and 

quality of data available for analysis 

has increased dramatically as tech-

nology and software advancement 

allow for a near-infinite amount of 

reporting. Risk teams work with in-

ternal and external investment man-

agers to identify and track risks at 

the portfolio and plan level. As a re-

sult, Canadian pensions are demand-

ing greater transparency in their 

investments. 

To help manage the volume of 

data and extract valuable reporting, 

several Canadian pensions have cre-

ated partnerships with one or more 

managed account platform providers. 

These service providers offer compre-

hensive portfolio aggregation, plus 

risk management and reporting solu-

tions.  As a result, we have seen a shift 

from commingled LP investments to 

separately-managed accounts (SMA) 

and funds-of-one. These structures 

can provide increased transparency, 

additional control over fees, and the 

ability to more easily conduct port-

folio aggregation risk assessments. 

Managers should be prepared for 

these structuring, transparency, and 

risk discussions when engaging with 

a Canadian pension.

Commitment to sustainable 
investing

“As a Principles for Responsible In-

vestment (PRI) signatory since 2010, 

AIMCo has committed to considering 

environmental, social and govern-

ance (ESG) factors across investment 

processes, to foster sustainable, long-

term growth while capturing risk-ad-

justed returns.” (AIMCo 2018 Annual 

Report, pg. 39)

Canada’s large pensions have been 

early adopters of environmental, so-

cial and governance (ESG) principles in 

their investing processes. We believe 

this is the result of several factors. First, 

sustainability is a key factor when ana-

lysing long-term investments. Second, 

pensions are increasingly aligning 

their investment philosophy with the 

values of their annuitants. Finally, as 

industry thought-leaders, we believe 

Canadian pensions enjoy being at the 

forefront of investment analysis, with 

ESG factors incorporated directly 

into investment analysis, rather than 

serving as a stand-alone category of 

investment. 

Looking forward
Canadian pensions have a proven abil-

ity to innovate, whether with infra-

structure and real asset partnerships, 

SMAs, ESG risk assessments, or on-

the-ground offices in emerging econ-

omies. As they continue to adapt to 

current opportunities and challeng-

es, we believe there are significant 

opportunities for managers to offer 

their expertise and create long-term, 

mutually beneficial partnerships. 

programmes. These internal teams 

have helped keep costs down, while 

also developing best-in-class invest-

ing expertise. To supplement their in-

house teams, most of Canada’s largest 

pensions have also established ex-

ternal manager programmes. These 

programmes are always looking for 

alpha-generating external managers 

with capabilities that complement 

their internally managed portfolio. 

When managers frame their con-

versations with Canadian pensions, 

they should keep in mind how they 

add value. Canadian pensions are very 

interested in managers and strategies 

that add additional coverage for large 

markets and provide ‘on the ground’ 

experts in geographies where pension 

funds do not have a physical presence. 

They are also attracted by managers 

who cover niche sectors where the 

individual investments are too small 

on an individual basis to be covered 

in-house but, once aggregated, are 

meaningful enough for portfolio al-

location. Finally, Canadian pensions 

seek managers who cover specialised 

markets and strategies where signifi-

cant experience is required. 

Once managers are identified, Ca-

nadian pensions conduct extensive 

investment and operational due dili-

gence. In our experience, this process 

can be intensive and lengthy, but the 

end result is aimed at creating long-

term partnerships with sizeable in-

vestment and co-investment poten-

tial. Managers should be prepared for 

a significant up-front time commit-

ment along with annual on-site due 

diligence reviews and ongoing invest-

ment monitoring. 

Increasing emerging market 
exposure

“Pillars of our 2025 plan include in-

vesting up to one-third of the fund 

in emerging markets such as China, 

India and Latin America, increasing 

our opportunity set and pursuing the 

most attractive risk-adjusted returns.” 

(CPPIB F2019 Annual Report, pg. 9)

Canada’s pensions are not immune 

to the search for attractive risk-ad-

justed returns in the current low inter-

est rate environment.  Emerging mar-

kets are a growing economic power 

that can provide yield and growth 

opportunities in public securities, pri-

vate markets, infrastructure and real 

assets.

When managers frame their 
conversations with Canadian 
pensions, they should keep in  
mind how they add value
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