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THE SCALE EFFECT

How Size Shapes Investment Governance and Allocation

Recent years have witnessed a trend in pension plans towards larger size,
as large institutions continue to gather assets and as smaller investors
group together to emulate their larger peers’ perceived successes. Greater
scale permits a fund to build in-house expertise, to rely less on external
advisers and portfolio managers, build internal capabilities across portfolio

design and management, and incorporate more complex transactions into
their investment process. Smaller funds in contrast find sufficient
investment opportunities in public markets and can leverage tried and
tested asset allocation approaches, where external assistance is readily

available.
Dimensions of The Scale Effect

Gain from Economies of Scale

Smaller funds (< $1b) Larger funds (> $10b)

Use off-the-shelf allocation process

Avoid Diseconomies of Scale

Tailor asset allocation approach

d Third parties have ample capacity Develop internal management

E Advisers can help source managers Access to private market managers
Staff cost and better retention Better attract expertise

E Board retains control of strategy CIO actively drives strategy

g Limited co-ordination problems Efficiency gains fromrole division

Source:. PGIM LAS. For illus trative p urposes only

Economies of scale are powerful for driving down costs, through greater
bargaining power with third parties and moving management in-house
where this would be more efficient. But scale can also raise costs: market
liquidity makes trading large portfolios expensive, and finding sufficient
return opportunities for a large asset pool can be much more challenging
than for a smaller one. To help overcome these “diseconomies of scale”
larger plans allocate more into more complex asset classes such as private
equity and infrastructure. Here return is often generated less by active
trading, but management costs are often inherently higher.

Larger Plans are Bigger Users of Internal Managers and of Passive Styles
(Plans over $10b compared with plans below $1b in size)
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Responsibility for owning and driving the investment policy gravitates
from the Board to the CIO as fund scale increases. Greater resources
allow division of responsibilities that bring efficiency gains but can easily
lead to silo behaviour and create co-ordination problems for a CIO.
Governance structures therefore play a critical role.

Visit pgim.com/IAS for more.
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Larger Plans Invest More into More Complex Asset Classes
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Policymakers and regulators often drive consolidation, keen to boost
policyholder outcomes but also to create local mega-funds capable of
helping to fund the domestic economy. The drive to pool resources needs
to be framed in terms of better outcomes — a narrow focus on costs would
prevent plans in their pursuit of returns as they grasp new opportunities.
Larger plans have delivered greater returns both before and after costs,
but not by keeping their allocations fixed.

Larger Plans Have Generally Generated Higher Returns Both Before And After Fees
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Return difference:
30th minus 70th plan size percentile

Stocks Fixed income Real assets

Australia’s superannuation funds perhaps show a path. The regulator
APRA publishes a net-of-fee active return metric that has helped to drive
consolidation within the industry, creating a small number of large players.

Number of Australian Superannuation Plans Has Fallen by 50% in Last Decade
I Company pension funds B Industry-wide pension funds
Occupational pension funds General pension funds
—— Average assets (Em) [RHS]

1,200 10,000
8000 -
1000 8000 £
s
&
2 o0 7000 §
= 6000 5
e a
E 600 5,000 :
E 4000 3

400

3000 %
g
200 2000 £

TR

0 ‘1L 0
1998 2003 2008 2013 2018 2023

Sonrce:. APRA (2023), PGIM LAS caleulations.

The funds that have closed or merged did not allocate as much to
infrastructure or private equity as their peers. The larger Supers generally
allocate more here than smaller funds and produce higher returns.
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For Professional Investors Only.

Past performance is no guarantee or reliable indicator of future results. All investments involve risk, including the possible loss of capital. These materials
are for informational or educational purposes only. In providing these materials, PGIM is not acting as your fiduciary.

Alternative investments ate speculative, typically highly illiquid and include a high degree of risk. Investors could lose all or a substantial amount of their
investment. Alternative investments are suitable only for long-term investors willing to forego liquidity and put capital at risk foran indefinite period of
time. Equities may decline in value due to both real and perceived general matket, economic and industry conditions. Investing in the bond market is
subject to risks, including market, interest rate, issuer, credit, inflation risk and liquidity risk. Commodities contain heightened risk, including market,
political, regulatory and natural conditions and may not be suitable for all investors. The use of models to evaluate securities ot securities matkets based on
certain assumptions conceming the interplay of market factors, may not adequately take into account certain factors and may result in a decline in the value
of an investment, which could be substantial.

All charts contained herein were created as of the date of this presentation, unless otherwise noted. Peffommance results for certain charts and graphs may
be limited by date ranges, as stated on the charts and graphs. Different ime periods may produce different results. Charts and figures are provided for
illustrative purposes and are not an indication of past or future performance of any PGIM product.

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, securities, issuers or
financial instruments referenced herein, and are subject to change without notice. Certain information contained herein has been obtained from sources
that PGIM believes to be reliable; however, PGIM cannot guarantee the accuracy of such information, assure its completeness, or warrant such
information will not be changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is
subject to change without notice. PGIM has no obligation to update any or all of such information; nor do we make any express or implied watranties or
representations as to the completeness or accuracy or accept responsibility for errors. Any forecasts, estimates and cettain information contained herein are
based upon proprietaty research and should not be considered as investment advice or a recommendation of any particular security, strategy or investment
product. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any
investment management services and should not be used as the basis for any investment decision. No liability whatsoever is accepted for any loss (whether
direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM and its affiliates may
make investment decisions that are inconsistent with the recommendations or views exptessed hetein, including for proprietary accounts of PGIM or its
affiliates. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding
the suitability of any securities, financial instruments o strategies for particular clients or prospects. Forany secutities or financial instruments mentioned
herein, the recipient(s) of this report must make its own independent decisions.

The infommation contained herein is provided by PGIM, Inc., the principal asset management business of Prudential Financial, Inc. (PFI), and an
investment adviser registered with the US Securities and Exchange Commission. In the United Kingdom and various European Economic Area
jurisdictions, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM
Limited is authotised and regulated by the Financial Conduct Authority of the United Kingdom (registration number 193418) and duly passported in
various jurisdictions in the EEA. Prudential Financial, Inc. of the United States is not affiliated with Prudential plc, incorporated in the United Kingdom or
with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. These materials are issued by PGIM Limited to
petsons who are professional clients or eligible countetpatties as defined in Ditective 2014/65/EU (MiFID II), investing for their own account, for fund
of funds, or discretionary clients. In certain countties in Asia, information is presented by PGIM (Singapore) Pte. Ltd., a Singapore investment manager
registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by PGIM Japan Co. Ltd., registered investment
adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to provide discretionary
investment management services directly to South Korean investoss. In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated
entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (patagraph (a) to
() of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd. (‘PGIM Australia”) for the
general information ofits “wholesale” customers (as defined in the Cotporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is
exempt from the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services.
PGIM Limited is exempt by virtue of its regulation by the Financial Conduct Authority (Reg: 193418) under the laws of the United Kingdom and the
application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. Pursuant to the international adviser registration
exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. is not registered in Canada and relies upon an exemption
from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc’s jurisdiction of residence is New Jersey, US.A ; (3) there may
be difficulty enforcing legal rights against PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets may be situated outside
of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as follows: in
Québec: Borden Ladner Gervais LLP, 1000 de La Gaucheticre Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner
Getvais LLP, 1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West,
Suite 3400, Toronto, ON M5H 4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Whatf Tower One, 1959 Upper Water Street, P.O. Box 2380 -
Stn Central RPO, Halifax, NS B3] 3E5; in Alberta: Borden Ladner Getvais LLLP, 530 Third Avenue SW., Calgary, AB T2P R3
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