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POOLED ASSET MANAGEMENT FOR ONTARIO 
PUBLIC-SECTOR PENSION PLANS – THE MORNEAU 
REPORT 
 
In its 2012 Budget, the Ontario Government announced its intention to improve the 
sustainability, affordability and efficiency of Ontario public sector pension plans by developing a 
legislative framework to facilitate the pooling of smaller pension plan assets of the province. 
Mr. Bill Morneau was appointed as the Pension Investment Advisor to determine the 
advantages of pooling. On November 16, 2012, he released his report entitled Facilitating 
Pooled Asset Management for the Ontario Public-Sector Institutions. The Government has 
asked for responses to the report. 
 
This Communiqué provides Mercer’s perspective on the Morneau report. 
 
The key recommendations in the report are to: 
 
 Create a new not-for-profit pooled asset manager by January 2014 (Ontario Investment 

Management Corporation or OIMC) to oversee a substantial number of Ontario public 
plans; 

 Legislate mandatory inclusion for all public funds with assets less than $40 billion with 
limited exemptions. Plans not mandated to participate could do so voluntarily; 

 Allow participating institutions to retain control over strategic asset allocation through use of 
pooled funds for major asset classes; 

 Indemnify current fiduciaries against fiduciary liability arising from the legislated transfer of 
investment management responsibility; 

 Ensure plans are protected against an increase in investment management fees for a period 
of three years; 

 Ensure that OIMC serves and acts in the best interest of its clients by operating at arm’s 
length from the Government with an independent Board; 

 Implement OIMC by 2018 through a detailed transition strategy; and 
 Allow participating plans to withdraw all or a portion of their funds after a seven year cooling-

off period. 
 

  



 

Mr. Morneau identified the following benefits of pooling assets for the identified plans: 
 
 Reduced investment management fees due to increased negotiating power, internal 

management and increased use of passive management. Annual cost savings of 
$75-100 million were identified; 

 Improved access to broader and more cost effective alternative investments which can 
improve overall gross and net investment returns; 

 Enhanced risk management and governance; and 
 Minimized impact on existing members and retirees and avoidance of significant changes to 

plan design, contributions, funding policy and administration by offering pooled funds. 
 

Comment 
To Bill Morneau’s credit, his paper stays close to the objectives of saving the Government and 
taxpayers of Ontario money and includes an overview of implementation items that will help 
facilitate action at a time when there is a transition in Ontario leadership and a difficult fiscal 
situation. Generally, the cost saving theme fits the current fiscal realities. The report also 
proposes an approach that allows each pension plan to choose its own asset mix which 
recognizes the different perspectives and fiduciary responsibilities of various stakeholders. The 
report has however suggested a complex approach to realize the benefits noted. Is there a 
simpler, less disruptive way to realize these benefits? Before a new organization is created and 
plans are required to participate, these issues deserve more thought.  
 
Investment management cost savings are estimated to be between $75-100 million per annum. 
On an asset base of $50 billion, this represents an estimated cost savings of 0.15%-0.20%. 
While the potential savings are substantial in absolute terms, they represent a small step 
towards improving the financial position of Ontario’s public pension plans. Similar savings could 
be generated by mandating passive management or collectively negotiating with external 
managers to drive fees down (although additional use of passive strategies would also 
eliminate any opportunity for the benefits of active management). It may not be necessary to 
establish a new investment manager to reduce fees. 
 
Transition issues and potential cost impacts are likely to be substantial. The report recommends 
that the Government pick up the initial costs of setting up OIMC. The report notes $50 million 
initially. There will also be much uncertainty for people who currently work on investments for 
public plans. The report anticipates a transition period while OIMC ramps up its capabilities. 
Draft implementation plans call for massive consolidation of assets and reduction of external 
managers in 2014. Transition issues and implications require more thought. 
 
The report recommends indemnification from fiduciary liability arising from a mandatory transfer 
of investment management to OIMC. What exactly would this encompass? The Government 
will be required to pick up claims with costs that can not be known in advance.  
 
The report anticipates a seven year cooling-off period. At the end of this period, plans that were 
compelled to pool their assets could move all or part of their assets away from OIMC. This 
feature could unwind many of the perceived benefits of pooling. Unwinding OIMC would create 
new challenges and costs especially when access to illiquid alternatives is one of the benefits 
of this initiative. 
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Some of the larger entities included in the pooling report are already striking deals with the 
Government to exempt them from this initiative. Will others follow and will this undermine the 
pooling scale capability?  
 
The report dismisses possible sector-based investment management entities as lacking the 
economies of scale, but some of the proposed sectoral proposals may be achievable without 
the creation of a new manager. Access to cost effective alternatives could be achieved by 
creating only an alternatives boutique or using an existing entity already created under one of 
the larger public plans.   
 
There is little in the report that addresses why most public plans are not allocating more 
towards alternatives other than they are too small to have internal teams and fees are high. 
There are many alternative managers who have smaller minimums. There might be more 
governance issues at play such as lack of resources or understanding of the benefits of these 
asset classes. This may remain unaddressed as the strategic asset allocation decision making 
is expected to stay with the participant organizations. There may also be a philosophical 
difference or investment belief difference related to use of these asset classes. It would be 
better to determine this before any pooling project gets underway.  
 
Most of the assets relate to DB or hybrid plans. The report suggests that OIMC should be able 
to handle assets from public DC plans and endowments and foundations for entities such as 
universities. Creating pooled funds that can accommodate different legal entities likely requires 
more costs than traditional DB pension pools. 
 
One of the key recommendations is that the governance structure operates at arm’s length from 
the government through eleven independently appointed directors. The proposed governance 
structure provides that only five of the eleven directors be appointed by the stakeholders. 
Appointment of the remaining six directors needs to be clarified to ensure greater stakeholder 
oversight.  
 

Summary 
There are many potentially positive outcomes from the pooling initiative. As always, the devil is 
in the detail and more information and feasibility analysis is required to assess possible 
alternative approaches before embarking on such an ambitious conversion process.  
 
The government has asked interested parties to provide feedback on the report. Submissions 
can be made to pensions.feedback@ontario.ca by January 31, 2013. Stakeholders have also 
been invited to participate in another round of face-to-face consultations with Ministry of 
Finance officials. To arrange a meeting, or for questions, the government is asking 
stakeholders to contact Marcelle Crouse, Director of Broader Public Sector Pensions 
Secretariat, at 416-325-5724 or marcelle.crouse@ontario.ca. Mercer will be submitting this 
communiqué to the government. 
 
We are encouraged that the government continues to consult with stakeholders for feedback, 
and hope that they consider all options that would achieve significant benefits but without the 
same amount of disruption. 
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For more information, contact your Mercer consultant or the following Mercer consultants: 

 
Heather Cooke Robert Stapleford David Zanutto 
416 868 2064 416 868 2127 403 476 3269 
heather.cooke@mercer.com rob.stapleford@mercer.com david.zanutto@mercer.com 

 
Mercer publishes the Communiqué as a general summary and commentary on topical issues. The information in the 
Communiqué in no way constitutes specific advice and should not be used as a basis for formulating business 
decisions. To determine what implications the information contained in the Communiqué will have for your company, 
please contact your Mercer consultant. Reproduction of the Communiqué is permitted if its source is acknowledged. 
 
Mercer Offices: 
 
Calgary 
403 269 4945 

Montréal 
514 285 1802 

Saskatoon 
306 683 6950 

Edmonton 
780 483 5288 

Ottawa 
613 230 9348 

Toronto 
416 868 2000 

Halifax 
902 429 7050 

Québec City 
418 658 3435 

Vancouver 
604 683 6761 

London 
519 672 9310 

Regina 
306 791 4558 

Winnipeg 
204 947 0055 

 

Mercer Website: www.mercer.ca 
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