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Talking Points:
Professional investment managers are thought to have an advanced ability to anticipate and interpret financial events—and to use their insight to actively manage portfolios.
 
This slide offers evidence to the contrary. The graph shows how a majority of institutional investors in Canada allocated their portfolios to major asset groups during a ten-year period ending in 2007. The data in this graph represent a composite asset allocation of over 130 Canadian pension plans totaling $890 billion. This amount reflects 81% of Canadian plans with assets greater than $1 billion. A timeline of selected events below the graph offers a contextual history for evaluating their investment decisions. 
 
The pension industry’s aggregate asset mix appears relatively stable in light of the stressful financial events occurring during these years. Perhaps more telling is the pension industry’s lack of response to the larger trends. Consider these examples:
 
An evaporating US equity premium. Although average excess returns in US stocks had virtually disappeared, institutional weights in US stocks declined only slightly. Moreover, this decline reflects the lower relative performance of US stocks rather than the pension managers’ tactical move out of this asset class.

A Canadian stock market boom. Although a commodity and resource rally was fueling strong returns in Canadian stocks, home market exposure declined among Canadian pension plans as managers developed innovative ways to circumvent the foreign content limitation and acquire more non-Canadian assets.

Underperforming foreign equity markets. Despite lower performance in many non-Canadian stock markets, pension managers did not pursue more hedge fund exposure to offset lower returns of a long-only strategy in these foreign assets. Their “alternative investments” were mainly in private equity and real estate, with the recent addition of infrastructure.
 
This time series provides no convincing evidence that professional managers apply special knowledge to outperform the financial markets. In fact, during this volatile ten-year period, many pension plans seem to have avoided market timing, as the group’s equity/fixed income split remained remarkably stable.
 
Investment “experts” charge a fee to supposedly deliver value-added management in all market environments. Yet, recent history suggests that as a group, they employ a strategic asset allocation that is readily available through lower-cost, passively managed strategies. 






