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Abstract. This paper examines determinants of low pension fees, comparing pension fees in the
Netherlands, Canada, Poland, and the United States. The paper uses the framework of supply and
demand, recognizing that pension fees are the prices for pension services. The level of pension
fees has varied considerably across countries, over time, and within countries. In some cases,
pension regulations have succeeded in reducing pension fees, for example, by increasing the
transparency of pension fee disclosures (U.S.) or placing a cap on pension fees (Poland). Pension
fees also differ across types of pension plans, tending to be higher in individual account plans
than in defined contribution plans associated with employers, and tending to be higher in these
plans than in defined benefit plans. Economies of scale for plans, individual account balances,
and plan service providers all tend to lead to lower fees. The paper focuses on the level of
pension fees regardless of whether the fees are paid by employers or participants. The paper
finds that while traditionally, focusing on stocks and bonds was appropriate, now, with the
growth of investments in alternative investments, particularly in defined benefit plans, that focus
misses a major asset class. At least for Canada, the Netherlands, and the U.S., alternative
investments tend to have high fees, and including them in the analysis greatly affects some of the
results. Our regression results show that the effect of different variables differs to some extent
across countries, so that the results of studies focusing on a single country are not necessarily
applicable to other countries.
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The Economics of Low Pension Fees:
Netherlands, Canada, Poland, and the United States

Introduction

Pension fees can substantially affect the value of assets accumulated in pension accounts
at retirement. These fees are the prices of pension services within a context of supply and
demand for the pension product. Evaluating pension fees is an important aspect of evaluating
pension system performance. The prices for pension-related services in funded pension plans
vary considerably across countries, within countries, across plan types and sizes, and over time.
Our objective is to provide insight into factors influencing pension fee differences, focusing on
determinants of low fees. We include funded defined benefit plans, employer-provided defined
contribution plans, and individual account plans.

We analyze pension fees for four OECD countries -- the Netherlands, Canada, Poland,
and the United States. These four countries account for five of the ten largest pension funds in
the world in terms of pension assets—two in the Netherlands, two in the U.S., and one in
Canada? (Pensions & Investments 2022). They also provide a comparison between countries
with long-standing pension systems and a country with a relatively young defined contribution
(DC) pension system with funded elements (Poland). Each country differs in terms of its reliance

on defined benefit versus defined contribution plans. The countries differ in terms of the size of

2 The pension plans (with their ranking numbers) are ABP (5) and PFZW (10) for the Netherlands, Federal Retirement
Thrift Plan (4) and California Public Employees Plan (6) for the U.S., and Canada Pension Plan (7) for Canada. The
ABP, PFZW, and Canada Pension Plan are defined benefit Plans, the California Public Employees Plan is primarily a
defined benefit plan, and the Federal Retirement Thrift Planis a defined contribution plan. The ABP planis for people
workinginthegovernmentand education sectors. The PFZW planis for people in the health care and welfare sectors.
The Federal Retirement Thrift Plan is for federal government workers and the military. The California Public
Employees Plan is for government workers in California. The Canada Pension Plan is a social security plan for all
Canadian workers, except those in Quebec Province. While the Canada Pension Plan charges fees of 100 basis points
(one percent), the Federal Retirement Thrift Plan, which has passive investments, charges fees of 5 basis points.



the investment market and the size of the pension plans. As a result, they also differ in the
investment mix in their pension portfolios. We assess findings from a range of studies on fee
structures and test their findings on the four countries selected for comparison.

The paper is organized as follows. The first section reviews past literature on pension
fees. The second section uses a traditional supply and demand model to understand how fees act
as the prices that pension participants and plan sponsors pay for pension services. The third
section discusses types of pension fees, focusing broadly on investment fees and administrative
fees. The fourth section presents a comparison of pension fees across the four countries selected.
The fifth section uses regression analysis of the determinants of the level of pension fees to
explain cross-country similaritiesand differences. The sixth section summarizes our conclusions
about how fees are determined and suggests paths for future research. An annex at the end of the
paper describes the basic structures of the retirement income systems in each of the four
countries.

1. Literature Review

We begin our literature review with studies of fee comparisons for the four countries we
are studying, as well as country-specific studies that suggest results that are consistent across
countries and over time. In particular, we discuss findings related to mutual funds,
administrative fees, investment fees, economies of scale, and lastly, a number of other important
cost factors.

Mutual Funds. Providing a baseline for our study, Khorana et al. (2007) reviewed mutual
fund fees in 18 countries in 2002, including the Netherlands, Canada, and the U.S. (but not
Poland). That study is not directly related to the fees that pension plans pay but includes financial

market fees, which are indicative of the cost of external investment management for defined



benefit plans and the cost of portfolio options for defined contribution plans. In 2002, the asset-
weighted average mutual fund expense ratios for equity funds were 111 basis points in the U.S.,
161 in the Netherlands, and 256 in Canada. Countries with larger asset bases and larger funds
had lower fees.

Providing a more recent comparison, Morningstar (2022) analyzed mutual funds in 26
countries, including the Netherlands, Canada, and the U.S. (but not Poland). The average fees in
the Netherlands, Canada, and the U.S. declined over the period 2002-2020. The Netherlands (88
basis points) and the U.S. (63 basis points) had the lowest asset-weighted median fees for
equities, while Canada (176 basis points) had the sixth highest. The Netherlands (48 basis points)
and the U.S. (43 basis points) also had some of the lowest fees for fixed income funds.
According to another study by the European Commission (2018), Poland was one of the
countries with the highest median fees across the various fund types, ranging from 91 basis
points for money market funds to 403 basis points for equity funds.

Administrative Fees. Tuesta (2014) studied administrative fees for pension plans in 53
countries and found that fees in larger markets were lower, explaining at least in part the U.S.
having lower fees. In 2020 in the Netherlands, the average administrative fee per pension
participant was €107 (van Alfen 2022). These administrative fees are higher than those in the
U.S. for large pension plans. In Poland, administrative fees are generally charged as entry fees,
and their level differs between capital-guarantee pension funds (1.1 percent) and life insurance
pension plans without guaranteed capital (2.5 percent) (European Commission 2018).

Fee levels may be determined by who pays them. For example, employers may be
motivated to seek lower fees when they are paying them directly. In the U.S., when more plans

shifted to paying administrative fees out of plan assets so that participants rather than the plan



sponsors paid for them, reported fees increased. U.S Government Accountability Office (U.S.
GAO 2022) analysis found that total administrative fees paid directly by plans increased from 5
basis points in 2010 to 8 basis points in 2019, an increase of 60 percent, for plans reporting
administrative expenses.®

Investment Fees. Tapia and Yermo (2008) analyzed investment and administrative fees
charged to participants in mandatory defined contribution pension systems in Latin America,
Central and Eastern Europe, Australia, and Sweden. They found that fees are influenced by (i)
the size and maturity of the system, (ii) market structure, (iii) competition, (iv) investment
strategy, and (v) regulations. In terms of system maturity, relatively new systems had higher fees.
Investment in interest-bearing assets, such as deposits and bonds, cost less than investment in
equities, and passive investment strategies cost less than active investment. Their findings set the
stage for similar issues raised in other research papers.

Han and Stanko (2020), using data from pension supervisory authorities, reviewed 85
pension plans in 44 countries. Occupational defined contribution and personal plans linked to
employment tended to be more cost effective than personal account defined contribution plans
without a direct employer link. Their key finding was a decrease in fees and caps over time,
where caps are government regulations for maximum fees.

While studies of investment fees typically have focused on the fees paid for stocks and
bonds, investments in alternative assets have grown in importance in defined benefit plans in
some countries. Aubry (2022) found that these investments increased from 9 to 34 percent of the

investments of U.S. state and local government pension portfolios over the years 2001-2022. A

3 All types of administrative fees, including professional fees, contract administrator fees,
investment advisory and management fees, and other fees increased in absolute terms and as a
share of plan assets during that period



study by Maczynska et al. (2022) mentions that fees in pension funds in the Netherlands in 2007-
2021 depended mostly on the asset classes chosen. Moreover, they found that reported costs have
been increasing as a result of an implemented cost-transparency policy.

Economies of Scale. Mitchell and Andrews (1981) examined the efficiency of U.S.
pension plan operations in the private sector, focusing on the relationship between plan size and
administrative expenses of pension funds. The authors estimate cost equations for multiemployer
and defined benefit plans for individual industries and across the private sector. Economies of
scale in plan administration were found to be an important determinant of the level of fees.

Brikker and de Dreu (2009) analyzed administrative and investment fees for Dutch
pension plans between 1992-2004. They found that economies of scale were the most important
determinant of the level of fees across pension funds. Industry-wide pension funds, due to their
larger size, were more efficient than company funds. Higher shares of pensioners relative to
participants raise costs, but the reverse is true when relatively many participants are inactive (not
currently working for the employer sponsoring the pension plan).

Bauer, Cremers, and Frehen (2010), using U.S. data, found that the average annual cost
levels for the smallest and largest 30 percent of domestic equity investments of defined benefit
funds were 40 and 15 basis points, respectively. Externally managed funds were found to be
more expensive for pension funds than their internally managed funds. Further, pension plan
participants benefit from the larger size of their pension plans through lower cost levels in
internally managed domestic equity portfolios. The finding that larger funds have lower costs in
externally managed mandates indicates pension funds’ bargaining power with external parties,

presumably an effect of economies of scale.



In 2022, the U.S. Government Accountability Office (GAO 2022) analyzed investment
fees for U.S. 403(b) plans.* Fees ranged from 1 basis point to 237 basis points. University,
government, and other plan sponsors with $1 billion or more in assets reported taking steps to
reduce fees. Smaller plan sponsors reported not having sufficient information to monitor fees
well, providing an explanation for economies of scale. Large 403(b) plans generally had lower
administrative costs per participant than smaller ones.

Fornia and Rhee (2014) found that U.S. defined contribution plans had higher fees than
defined benefit plans because of economies of scale, with defined contribution plans facing
diseconomies because of individually managed accounts. Hoekstra’s (2022) analysis suggests
similar concerns as a number of pension plans in the Netherlands have been merging to control
their costs through economies of scale in the face of regulation relating to the transition to
defined contribution plans in the Netherlands.

Beath et. al., (2022) explores how large institutional investors use scale to achieve real
outperformance, through lower costs, greater diversification, and better risk management. It
highlights the importance of active management, pooling resources, and reducing investment
fees for long-term success.

Other Factors Affecting the Level of Pension Fees. Turner and Witte (2008) discussed
issues related to fee disclosure requirements. Clarity and transparency of fee disclosures can
reduce the level of fees. Hastings and Mitchell (2020) showed that Chilean investors with greater

financial knowledge paid lower fees when investing in mutual funds.

* These plans are similar to 401(K) plans established by businesses and are offered by
government entities and in the nonprofit sector



Ayres and Curtis (2015) analyzed fees in U.S. 401(k) plans using data for 2010. They
found that many 401(k) plans had investment menus that forced participants to hold high-fee
portfolios. Fee and investment menu restrictionsin an average plan cost 78 basis points in excess
of index funds. They also documented an array of “dominated” menu options, which they
defined as funds that make no substantial contribution to menu diversity but charge fees
substantially higher than those of comparable funds in the marketplace. In addition, they found
substantial variation in plan costs for plans of similar size.

A tendency towards high-fee funds in U.S. pension plans, however, may have been
changing over time. Kozlowski (2022) studied changes in investment options offered by large
U.S. pension plans in 2021 and found that many plans had lowered their costs over time by
moving to lower-fee investment options and reducing the number of external investment
managers. Changes also included switching to lower-cost passive portfolio management.
Furthermore, a single manager for target-date funds and passive investment strategies could often
result in scale economies for investment.

In 2020, in the Netherlands, asset management fees, including transaction costs, rose by
€1.3bn to €9.3bn, an increase of 16.9 percent from the year before. Most of the increase (€787m)
was for performance fee payments, mainly to private equity managers, with another €438m
stemming from an increase in transaction costs. Private equity is a high-fee asset class that is
considered an alternative investment, primarily invested in by defined benefit plans rather than
defined contribution plans, in part because it tends to be illiquid. As a percentage of assets under
management, investment management costs rose from 55 basis points to 57 basis points, as
assets under management also rose by 12.9 percent to €1631bn (van Alfen 2022). By

comparison, the U.S. is one of only a few countries in the Morningstar (2022) survey to require



that performance fees paid to fund advisers include a symmetrical reduction in fees for
underperformance, also known as fulcrum fees.

In 2021, as the result of large stock market gains, more U.S. pension plans were large enough
to qualify for investments in collective investment trusts (CITs) and were charged lower fees.
Collective investment trusts are a cost-effective alternative to mutual funds for defined
contribution plans. They are tax-exempt, pooled investment vehicles available only to defined
contribution plans. The pooled accounts are held by a bank or trust company. The financial
institution groups assets from pension plans to develop a single larger, diversified portfolio.

Pienkowska-Kamieniecka et al. (2021) analyzed individual pension plans in Poland and
found that the more readable a pension contract is, the higher are the costs charged. They observed
that cost ratio increases with the risk profile of the pension fund that fits in with findings of the
research by Maczynska et al. (2020) and Rutecka-Gora et al. (2020). They also observed that
regardless of the risk level, costs are similar for pension products offered by providers belonging
to the same financial group. In another study, Rutecka-Gora et al. (2022) analyzed the fee
complexity of many individual pension contracts in Poland, making it difficult for participants to

compare pension providers based on their fees.

Summary. Cross-country comparisons indicate that fees vary greatly across countries,
including those in our study. Economies of scale appear to be a large part of such variation.
Countries with larger pension asset bases investing in larger funds more often had lower fees.
Fees also varied according to the types of plan investments included, with fee structures more
costly for public equity funds (stock market) than fixed-income funds. Finally, individual
pension plans not tied to an employer were more costly than employment-based plans. Country-

specific issues may also be important.



2. The Economics of Pension Fees: Supply and Demand

Fees are the prices that pension participants and plan sponsors pay for pension services.
As such, fees can be analyzed using traditional supply and demand analysis.

Supply. Inputs to the pension production function include the time and expertise of
industry professionals, including employer-sponsored pension fund management and investment
companies, as well as employees and individuals investing for their own accounts. Actions of
plan sponsors and investment providers affect the marginal cost of pension services provided.
The size of a pension plan and the size of the accounts of participants within a defined
contribution plan will affect the marginal cost of pension production (asset growth for
retirement). Economies of scale in investments also affect the fee supply price. Competition can
lead to supply-side shifts by reducing the cost of services to both larger pension plans and larger
investment accounts. The length of time that investment funds have been in operation may also
affect fees structures and levels as plans become more efficient over time, lowering their
marginal costs. Growth of plan assets allow firms to qualify for or negotiate lower fees and
reduce the marginal cost to service providers. Government regulations setting maximum fees,
and thus affecting supply curves, may also reduce costs. In the U.S., fee competition for passive
investment between two giant mutual fund companies, Vanguard and Fidelity, may have also led to
lower fee structures across-the-board.

Demand. Actions of pension participants and plan sponsors influence the fee structure of
pension plans on the demand side. For example, changes in demand toward bonds or passively
managed funds by plans or participants will tend to reduce fees in defined contribution plans.
Increased awareness of pension fees on the part of pension participants, possibly through

improvements in fee disclosure, may also reduce costs by leading participants to choose
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investments with lower fees. Participant lawsuits could reduce fees as providers take steps to
avoid lawsuits by offering investments and services with lower fees.

3. Types of Pension Fees

To better understand past research and recent findings, the complexity of fee structures
needs to be considered. The U.S. Department of Labor (2022), which regulates pension plans,

indicates that pension fees are generally calculated one of four ways:

e Asset-based: expenses are based on the amount of assets in the plan and generally
are expressed as percentages or basis points.
e Per-person: expenses are based upon the number of eligible employees or actual

participants in the plan.

e Transaction-based: expenses are based on the execution of a particular plan
service or transaction.

o Flat rate: fixed charge that does not vary, regardless of plan size.

Supply and demand affect fee structures at every stage of the process. We focus on the fees
paid during the accumulation stage of pension investment, excluding other business expenses
such as active workforce management or retiree distributions. We look at two types of pension
fees—investment fees and administrative fees.

Investment Fees. Investment fees cover the costs of managing investments held by
pension plans and include research for actively managed portfolios, portfolio trading fees,
custodial fees, and marketing fees.

Data for specific fees are not always reported separately. Marketing fees are generally not
itemized and are included in investment expenses. Pension participants may also incur fees for
financial advice from plan sponsors or service providers that are usually not identified separately
unless they constitute a sizable share of costs. Trading fees are generally not included in statistics

on pension fees because they are not disclosed but are netted out of asset prices. Trading fees
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associated with buying and selling securities are tied to portfolio turnover and are consequently
higher for actively managed funds than passively managed funds.

Bogle (2014) notes that while U.S. brokers’ commission rates have declined substantially
in the U.S., aggregate portfolio turnover had increased from 30 percent in the early 1960s to 140
percent in 2014. He also notes that investment costs, including the cost of trades, are difficult, if
not impossible, to quantify with precision. He estimates that, on average, actively managed
investments incur trading fees of 50 basis points, while passively managed investments incur
trading fees of near zero basis points. Later data on turnover indicate that at the end of 2020, the
asset-weighted average turnover rate for equity mutual funds was 32 percent, and the asset-
weighted average for equity mutual funds in 401(k) plans was 26 percent (IC1 2021).

Actively managed investments have higher fees than passively managed investments,
which generally results in lower net rates of return for actively managed investments in efficient
investment markets, such as major stock markets (Elton, Gruber, and Souza 2019). Halim and
van Bragt (2018), using CEM Benchmarking data for 2016, found that the average expense ratio
for U.S. passively managed large-cap stocks held by defined contribution plans was 3 basis
points, compared to 42 basis points for actively managed large-cap equity mutual funds. The
difference was even larger for small-cap equity mutual funds—>5 basis points for passively
managed, compared to 65 basis points for actively managed.

A cause of the decline in 401(k) plan fees in the U.S. has been the pension fee lawsuits
concerning both administrative and investment fees, which have not been a factor in the defined
benefit or Individual Retirement Account (IRA) market. Over the past fifteen years, pension
litigation related to investments and fees has focused on defined contribution plans (Turner

2021). Another factor presumably was the U.S. Department of Labor (2012) rule to improve
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transparency in fee disclosures to 401(k) plan participants, which has not affected IRAs.
Kronlund et al. (2020) found improved flows into low-fee funds in 401(k) plans following
implementation of the regulation. However, the U.S. Government Accountability Office (2021),
a part of the federal government, found a weak effect of the improved disclosures on participant
knowledge concerning fees, so the lawsuits may have been a more important factor.

Administrative Fees. Administrative fees include many different fees and expenses. The
U.S. Department of Labor (2022) lists 23 types of plan administrative expenses for ongoing
pension plans and other types of expenses and fees for starting and terminating plans.
Administrative fees include for record keeping, participant loan processing, account
maintenance, contract administrator charges, participant communication, including the cost of
printing and mailing information to participants, claims processing, and shareholder services.
Such fees also can include actuarial costs, legal expenses, and expenses related to filing
government reports, depending on the country and type of plan.

The U.S. Thrift Savings Plan for federal government workers, members of Congress, and
the military is an example of a defined contribution plan with very low fees. The total investment
and administrative fees for 2021 charged to participants ranged from 4.3 to 5.9 basis points. The
administrative fees were 4.3 basis points. The investment fees ranged from 0 basis points for a
government bond fund to 1.6 basis points for a small-cap equity fund® (Thrift Savings Plan
2022). Brikker and Dreu (2009) analyzed administrative and investment fees for Dutch pension
plans between 1992-2004. Defined contribution plans had lower administrative costs than

defined benefit plans.

> Small cap refers to companies that have a market value (capitalization) of less than a certain amount.
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U.S. defined benefit plans pay mandatory Pension Benefit Guaranty Corporation
insurance, as well as actuarial costs relating to determining funding. These fees and services are
not required by defined contribution plans. Similarly, the Province of Ontario, Canada has the
Pension Benefits Guarantee Fund (Financial Services Commission of Ontario 2022).

In Poland, administrative fees generally include an up-front fee (on contributions), both
per person and in percentage terms, a handling fee (only in insurance pension products), and a
cancellation fee (Rutecka-Gora et al. 2020, Pienkowska-Kamieniecka et al. 2021). In this
younger pension system, market up-front fees may be substantially cut by introducing caps on
fees, as was done in Polish open pension funds in 2010 and 2014.

Some employers completely or partially bear administrative costs by including plan
administration cost in the cost of their employee benefits packages. In other cases, these costs are
paid out of fees for the plan’s investment products. Known as revenue sharing, this effectively
shifts costs in defined contribution plans to pension plan participants rather than plan sponsors
(Ayres and Curtis 2015).

Financial Advice Fees. The selection of pension investments is an integral part of
providing a pension, and fees for investment advice in that process need to be included. They are
for defined benefit plans and for the selection of investment menus in defined contribution plans.
They are not included, however, in individual account plans that are not associated with an
employer, such as Individual Retirement Accounts (IRAs) in the U.S.

When individuals have pension accounts where they are responsible for making
investment decisions, and they do not have a limited menu of choices selected by a fiduciary,
they probably are more likely to seek financial advice. The costs of financial advice to pension

participants can be considerable. Financial advisors generally charge around 1 percent of assets
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(100 basis points) annually in the U.S., while in Canada, they generally charge around 2 percent
(200 basis points) (Hernandez 2022). By contrast, in Poland, pension plan providers do not
charge additional fees for financial advice in collective or individual pension plans.

4. Cross-Country Comparisons

Morningstar (2022, p. 6), in its international comparison of pension fees, notes, “Given
the differences in the way fees are calculated, reported, and named across different markets, it
can be difficult to ensure like-for-like comparisons.” Each of our four countries has a different
pension plan structure, and regulatory system (See Annex 1) and each has had substantial change
in their investment portfolios over time. Nonetheless, while it is difficult to develop comparable
data for each of the four countries included in our study, information about key economic
variables can provide insights to assess why different pension systems might have higher or
lower costs.

Fees in the large U.S. market are clearly related to economies of scale, competition
among mutual fund providers, and a preference for passively managed funds. Regulation has
played a critical role in driving down fees in the Netherlands and Poland. For example, when the
Dutch Retail Distribution Review was implemented in 2014, investors were shifted from share
classes where financial product providers paid fees to advisors to select those classes into classes
without those fees. This regulation caused a drop in fees for participants (Morningstar 2022).

In Poland management fees charged by mutual funds decreased in the years 2018-2021 as
a direct result of a cap on those fees introduced by law. It caused management fees dropping
from 3.2 percent to 2.2 percent for equity funds and from 3.1 percent to 2.1 percent for mixed
funds. The cap on asset management fees in open pension funds in Poland resulted in decrease of

management fees from 0.6 percent to 0.48 percent in years 2003-2021.
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Indirectly, U.S. 401(k) funds changed their investment strategies in reaction to the
financial industry’s regulatory structure. At year-end 2006, about 25 percent of U.S. 401(k)
plans’ assets were in mutual funds with load fees. A load fee is a fee charged when a person buys
or sells mutual fund shares. However, these fees often were waived for participants in retirement
plans (Investment Company Institute 2007). At year-end 2021, 95 percent of mutual fund assets
in 401(k) plans were held in institutional and retail no-load share classes, while the remaining
assets were held in load share classes, mostly in share classes that do not charge retirement plan
participants a front-end load.® Over the past decade, institutional no-load shares have grown as a
segment of 401(k) mutual fund assets (Investment Company Institute 2022a). Thus, over time
the use of load fees has declined so that in 2021, few, if any, pension participants were in plans
with load fees. While U.S. 401(k) plan participants incurred an average expense ratio of 77 basis
points for investing in equity mutual funds in 2000, by 2021, that figure had fallen to 36 basis
points, a substantial 53 percent decline (Investment Company Institute 2022a).

Insert Table 1 here.

Asset Allocation: Panel A of Table 1 shows large differences in the investments of
pensions in the four countries we focus on, accounting for some of the differences in total
investment fees. For example, in Poland, 84.9 percent of pension assets were invested in equities
in 2020, while in the Netherlands, only 30.8 percent were. Investments in equities, and actively
managed investments in equities, have higher fees than investments in bonds, including fees for
portfolio turnover. By contrast, the Netherlands held 47.5 percent of its assets in bills and bonds,
and Canada to 30.4 percent. Bills and bonds tend to have lower investment fees than other

investments unless they are privately traded.

& A no-load fund is a mutual fund in which shares are sold without a commission or sales charge.
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The allocation to traditional asset classes of equity/fixed income has declined for all the
countries. The value-weighted panel of Table 1 shows that large pension funds experienced a
more dramatic change of asset allocation over the last two decades than did smaller funds. Dutch
pension funds kept a significant amount of fixed income even during the low-rate period.
Canadian and U.S pension funds substantially allocate to private equity and real estate. Canada
has an increasing trend in infrastructure investment.

Investments in equity/fixed income as a percentage of portfolios have declined for all the
countries. The value-weighted panel shows that large pension funds experienced a more dramatic
change of asset allocation over the last two decades than smaller funds. Comparing plan-
weighted data with value-weighted data permits us to examine the effect of plan size because
small plans dominate plan-weighted data, while large plans dominate value-weighted data.

Other investments include alternative investments, such as private equity, hedge funds,
real estate, and commodities. These asset classes tend to have very high fees. In 2020, Canada
had 38.3 percent of its pension assets in this category, compared to 19.0 percent in the
Netherlands, 2.1 percent in Poland, and 11.1 percent in the U.S. (Table 1). Over the period 2010
to 2020, there was a substantial increase in investments in this category in Canada, a small
increase in Poland, and stability in the percentage of the portfolio in this category in the
Netherlands and the U.S.

According to Cerulli Associates, less than 1 percent of U.S. defined contribution plans
offer private credit, private equity, or hedge funds as investment options. Most alternative assets
in defined contribution plans are private real estate, offered by 10 percent of the plans (of those

that work with institutional consultants). “Only 4% of target-date managers allocate to [private
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equity] and private debt, and none allocates to hedge funds within their off-the-shelf target-date
series,” according to the September 2022 edition of the Cerulli Edge report (Cerulli 2022).

In the U.S., 31.3 percent of pension assets are invested in collective investment trusts
where look-through to the underlying investments is unavailable, which makes it difficult to
compare the U.S. to the other countries because the percentage held in equities and bills and
bonds in those plans is unknown in these data. A collective investment is a group of pooled
accounts, held by a bank or trust company. The financial institution groups assets from
individuals and organizations to develop a single larger, diversified portfolio. The primary
objective of a collective investment fund is to lower costs through economies of scale.

Economies of Scale: Panel B of Table 1 shows pension assets as a percent of GDP in the
four countries in 2010 and 2020. Because of economies of scale, countries that have larger
pension systems relative to GDP tend to have lower fees. By this measure, the Netherlands has
by far the highest pension assets as a percent of GDP at 212.7 percent, with the U.S. coming in
second at 96.8 percent. The Netherlands also has large industry-wide plans that benefit from
economies of scale in investment management.

Pension assets as a percent of GDP increased the most in the Netherlands--by 78.9
percent. They increased as well in Canada and the U.S. However, in Poland, pension assets
decreased by 57.8 percent, primarily due to the transfer of debt from open pension funds (OFES)
to the Social Insurance Institution (ZUS), as part of a reform that defunded public pensions (see
Szczepanski et al. 2022).

Economies of scale in pension plans depend on a number of factors, including the total
size of pension assets overall, the size of individual pension funds, and the distribution of plans

by size. Consequently, additional data would be needed to compare scale economies across our
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four countries. But even without that analysis, one might hypothesize that the U.S. system, with
far greater pension assets than the three other countries, could enjoy greater economies of scale.

Type of Plan: Panel C of Table 1 shows the split of pension assets by type of plan. Personal

defined contribution plans tend to have higher fees than occupational defined contribution plans,
which particularly affects Poland, where 81.2 percent of pension assets are in personal defined
contribution plans. Both types of defined contribution plans have higher fees than defined benefit
plans (Munnell, Aubry, and Crawford 2015). The evidence suggests that defined contribution
plans generally have lower administrative fees than defined benefit plans but that investment fees
are higher, and that generally, overall, fees are higher in defined contribution plans than defined
benefit plans.

Portfolio holdings and economies of scale help explain some of the differences in fees in
cross-country comparisons. Because investments in alternative investmentshave higher fees than
equities, which generally have higher fees than investments in bonds, asset allocation data
suggest that Canada would have the highest fees, all other factors equal, while Poland, the U.S.,
and the Netherlands pensions would have lower fees. However, economies of scale are likely to

lead to higher fees in the much smaller Polish pension system and lower fees in the U.S.

5. Empirical Analysis of Pension Investment Fees

Using CEM Benchmarking data, we compare investment fees for Canada, the
Netherlands, and the U.S. Our CEM data set does not have data on Poland, but we supplement
this data with data we collected on Poland. It's worth noting that the pension-fund names are not
disclosed in the CEM dataset used for this empirical analysis. This is done to maintain the

confidentiality of the data provided by the pension funds. We provide key descriptive statistics
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and conduct regression analysis assessing the impact of variables that may lead to higher or
lower fee structures.

CEM Benchmarking Inc. is a global company analyzing performance metrics, asset
allocation strategies, and cost structures for more than 1,000 pension, endowment, and sovereign
wealth funds across 18 countries. The data in our study includes 256 Canadian, 73 Dutch, and
600 U.S. large pension funds over a twenty-six-year period, 1992 — 2017. The dataset provides
information on investment management fees only. Data on investment transaction fees and
administrative fees are not included. The dataset does not include information on individual
account plans that are not related to employment.

While CEM data are a valuable source of information on fees, they are not nationally
representative, as they include a self-selected set of large plans seeking benchmarking
information. This distinction may affect the comparability of the descriptive statistics below, bu