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INTRODUCTION

1. The Secretary-General presents herein his annual report on the management of
the investments of the United Nations Joint Staff Pension Fund (UNJSPF). The
investment environment which prevailed in the reporting year ended 31 March 1989 is
described and information is provided on the investment returns, portfolio
diversification and the development-related investments of the Fund. The data are
based on the audited financial accounts for the calendar year and the unaudited
appraisals for the quarter ended 31 March 1989. 1In order to provide the General
Assembly with the most timely information available, some data have been updated to
30 June 1989.

I. ECONOMIC AND INVESTMENT CONDITIONS

2. The world-wide economic environment which existed during the year ended

31 March 1989 had two distinctive characteristics. During the first half of the
year under review, the monetary authorities in a number of industrialized countries
adopted policies which helped in reducing the potentially recessionary consequences
of the sharp decline in the financial markets in October 1987. The major concern
was to abate a perceived recession and to control the volatility of exchange rates,
particularly to slow down the sharp decline of the United States dollar. In the
second half of the year, there were no signs of economic slow-down. Rather, strong
economic expansion emerged in a number of countries. This unexpected economic
growth, together with factors such as the recovery in commodity prices, especially
0il prices, world-wide trade imbalances, higher wages and higher capacity
utilization rates, created inflationary pressures. Other elements such as
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budgotary and trade imbalancos in the United States, lower export prices, increasod
indebtedness and a strongexr United States dollar put strains on most doveloping
countrios of Africa and Latin America. However, major economic agrecments betwoou
countries, restructuring programmes, especially in developing countries, and
efforts to reduce debt probloms had a positivo impact on the resolution of major
oconomic imbalances.

3. The financial markets continued to fluctuate during the ycar. Thoe major
factors which afliocted markets during the year urnder review included a general rise
in inflation rates, a rise in interest rates, ecpecially in the United Kingdom of
Great Britain ond Northorn Ireland and the United States of Amorica, merger and
acquisition activities in mony of the industrialized countrios. Equity markets
performed better than other securities during the yoear undor roview as most marhkets
increased significantly after having declined sharply in tho aftermath of the
evonts of October 1987. Most bond markets declined and performance varied
considerably, with the higher yielding markets producing roasonable returns while
returns from others were relatively disappointing. Short-term fixod income
instruments attracted investors, as in many countries thoy offered bettor roeturns
than long-term bonds.

II. INVESTMENT RETURN

4. The market value of UNJSPF assets increased to $US 7,632 million on

31 March 1989 from $7,229 million a year earlier, an increase of $403 million, or
5.87 por cent, and $819 million above the book value. Ovor the past 39 yoars, the
total book vulue of the portfolio has risen from $13 million to $6,813 million, a
compound increasoe of 17.4 per cont a year. In the 1988 calondar your, invostment
incomo from intorost and dividends amounted to $395.6 million, an increase of

11.6 poer cont ovor 1987. Total new funds that became available ftor invostment
amountod to $396 miliion (contributions and investmont incomo, less benofit

payments and less invostment oxpenses). Reoalizod copitol gains amounted to
$302 million,

5. Tho total investmont return for the year eonded 31 March 1989 was

5.90 por cont, which, after adjusting for inflation, represents a "reoal" rate of
return of nine tonths of 1 per cont (0.9). The method of calculation of the
invostment roturn takes into account actual income received from intorest and
dividonds as woll as realized capital gains and lossos and changoes in tho markot
valuo of the invostmonts {unrcealized capital gainsg or losses and oxchange rato
fluctuations). The impact of the flow of new money into the Fund at differont
times throughout the year is also incorporated on a prorated basis in the
calculations. The techniques used in measuring the invostmont return are in
accordance with the standards used by most pension funds.

6. Taking into account the volatility of the financial markets and exchango ratoes
which prevailed throughout the year under review, the return achieved by the ¥Fund
can be considered satisfactory end compares favourably with othor pension funds.




A/C.5/44/6
English
Page 3

7. As the purpose of the Fund is to secure retirement and other related benefits
for its participants, the policy of the management of the Fund's investments is
geared to preserving the principal of the Fund by maintaining a careful balance
between riskx and reward and at the same time assessing the investment returns over
the medium term and the longer term rather than acting on the basis of short-term
investment results, which are not in themselves particularly meaningful for a fund
such as UNJSPF, which has long-term investment objectives. Periods of five years
or longer are usually considered to be reascaable periods in which to assess the
investment results.

8. To provide a longer-term perspective, the anuual rates of return over selected
periods are shown in table 1 below.

Table 1

Total Fund: compound annual nominal and real rates of
xaturn for selected periods to 31 March 1989

5 years 10 years 15 years 20 years 25 years 29 years
through through through through through through
1989 1989 1989 1989 1989 1989
% % ® % % %
N¢ 'nal 15.80 13.26 11.02 9.26 8.43 8.35
Real 11.81 7.09 4.28 2.78 2.63 3.15
(Inflation
adjusted)

ITII. INVESTMENT DIVERSIFICATION

9. Tl.e policy of broad diversification of the }avestments by type of security,
industry groups, countries and currencies is a basic feature of sound and prudent
investment management and has been advocated :3peatedly by the Investments
Committee, the Pension Board and the General Assembly. 1/ The geographic and
currency diversification of the assets of the Fund began in 1960. The Fund remains
onu of the most diversified pension funds in the world. The proportion of the
assets allocated to particular geographical regions, currencies or types of
security is based on long-term assessments of economic and financial market
conditions at the time of decision-making. The proportions are adjusted as new
information becomes available to minimize risk and to benef it from new
opportunities.

10. The diversification of the portfolio as at 31 March 1989 is detailed in the
various tables in the annex to the present report. Investments were held in

29 different currencies and 44 countries; 50 per cent of the assets was invested n
currencies other than the United States dollar, which is the Fund's unit of
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account. Sixty per cent of the Fund's investments were made in security markets
outside the United States, 81.7 por cent in local currencies and 18.3 per ceant in
United States dollars. Tho appreciation in the relative value of the United States
dollar during the year under roview has influenced the market values of investments
outside the United States when expressed in dollurs, and has consequently also had
an impact on the positive rates of coturn in local currencies when oxprossed in
dollar terms.

11. As shown in the chart below, oquities constitited 42 per cont of the assets as
of 31 March 1989, down from 43 per cont for the pruvious year; 40 per cont of these
were in United States oquitios and 60 per cent in other equity markets. The
proportion of bonds remainoed unchanged at 34 per ceant, and tho broakdown beotwoen
United States dollar-denominated bonds and other currency bonds was 46 and

%4 por cont respectively. Investmonts in real estate-reolated sccurities amounted
to 12 per cont of the portfolio, compared with 11 per cent a yoar earlier. In
ordor to preserve the principal of tho Fund, the defensive policy adopted several
years ago was continued. It consisted of taking profits im selected securities and
placing the related procoeds in short-term investments or securities with potential
for future appreciation. Short-term investmonts, i.e. fixed-income investments
with maturity dates of less than one year, remained unchanged at 12 per cent.

CHART I

TOTAL FUND: DIVERSIFICATION O} ASSETS
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12. In order to preserve the Fund's capital, realize profits and respond to market
and currency movements, short-term shifts were made within the long-term guideline
ranges. The proportion of investments in North American currencies increased to

56 per cent from 5f per cent a year ago, mainly as a result of the increase in the
value of the United States dollar towards the later part of the year under review.
Tho proportions of other currencies remrined unchanged except for the Japanese yen,
which increased, while the pound sterling and Swiss franc declined compared to the
year before.

1V. IMPLEMENTATION OF GENERAL ASSEMBLY RESOLUTIONS

13. 1In response to the requests of the General Assembly, efforts have continued to
increase investments in developing countries. As shown in table 2 below, the book
value of development-related investments increased in total by 11.3 per cent over
the last year, from $1,019,5 million to $1,134.4 million as at 30 June 1989. The
investments in development institutions amounted to $909.4 million, compared with
$823.8 million a year ago, an increase of 10.4 per cent; direct investments in
specific developing countries increased by 15.0 per cent, from $195.7 million to
$225.0 million. Table 3 shows that the Fund's direct investments and those through
regional development institutions in Africa declined by 7.4 per cent to

$101.9 million from $110.1 million; those in Latin America increased by

4.5 per cent to $203.6 million from $194.8 million, and those in Asia increased by
19.3 per cent to $246.2 million from $206.3 million. The combined
development-related assets as at 30 June 1989 represented 16.6 per cent of the
total rook value of the Fund. The progress made over the past five years is shown
in table 2 below.

Table ¢

Development-related ipvestmepts (book value) as at 30 June 1989

(In millions of United States dollars)

1944 1985 1986 1987 1988 1989
Specific countries a/ 148.9 177.8 172.5 169.6 195.7 225.0
Development
institutions )b/ 486.,9 265.8 €11.,0 820.9 823.8 . 909.4

Total 635.8 743.6 783.5 990.5 1 019.5 1 134.4

a’/ Includes multicountry funds.

b/ Includes World Bank and other international institutions but excludes
regional development institutions.
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Iable 3
Summary of development-related investmonts (book valug)
g at 30 June 1989
(In millions of United States dollars)
Currencios other
than United States United States
dollars dollars Total Total
1989 1989 1989 1988
Africa 77.3 24.6 101.9 110.1
Asia 226.8 19.5 246,2 206.3
Europe 12.2 1.8 14.1 17.4
Latin America 90.2 113.4 203.6 194.8
Other development
institutions g/ 113.4 449.2 562.6 486.9
International
investment trusts b/ 6,0 - 6,0 4.0

Total 525.9 608.5 1 134.4 1 019.5

Y4 Includes World Bank and othor international institutions but excludas
regional development institutions.

b/ Includes multicountry funds.

14, Close contacts are maintained with international organizations, regional
development institutions, Governments and private sources to ensure full awareness
of all investment opportunities in developing countries. Follow-up migsions to
Africa, the Middle East and Asia were undertaken during tho year.

V. CONCLUSION

15. Considering the volatility of the major financial markets and fluctuations of
exchange rates, the investment return to the Fund of 5.9 per cent for the year
ended 31 March 1989, when measured in United States dollars, was satisfactory. The
defensive strategy of taking profits where appropriate and the diversification
policy of increasing investments in those markets and instruments which performed
better contributed to the satisfactory performance of the nd.
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16. The Secretary-General considers the policy of diversification and careful
selection of investment instruments, including the active investigation of
opportunities in developing countrie3, to be the best way to achieve the goal of
preserving the principal and enhancing the investment return of the Fund over the
medium and long term. He will continue to discharge his fiduciary responsibilities
through investment decisions which adhere to the principles of sound investment
management and accord with the criteria, policies and values embodied in the
resolutions of the General Assembly.

Notes

1/ See General Assembly resolution 36/119 of 10 December 1981 and earlier
resolutions cited therein.
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Annex
Table 1
TOTAL FUND: COMPONENTS OF PORTFOLIO (BOOK VALUE
AND MARKET VALUE) AS AT 31 MARCH 1989
— Book value Market value
($m) (%) ($m) (%)
Equities
United States 1 001 14.7 1 284 16.8
Outside United States 1 546 22,7 1 93% 25.4
< 547 _31.4 3219 42,2
Bonds
United States 1l 188 17.4 1 168 15.3
Outside United States 1 366 20,0 1 387 18,4
2 554 37,5 2 5895 —33.5
Real estate
United States 611 9.0 715 9.4
Outside United States 160 2.3 198 )
Y 31.3 ~-913 _12.0
Short-term investmont and reserves
United States 666 9.8 666 8.7
Outside United States 215 4.0 __279 3.0
—941 13.8 945 _12,3
Total 6 813 100.0 7 632 100.0
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Iable ¢
TOTAL FUND: AREA OF INVESTMENT (MARKET VALUE) a/ b/
AS AT 31 MARCH 1989
(In millions of United States dollars)
Investments
in currencies
other than Investments in
United States United States

dollars dollars Total
Algeria 4.7 4,1 8.8
Australia 122,7 14.8 137.5
Austria 49.3 0.0 49.3
Belgium 36.5 1.1 37.6
Brazil 4.1 0.0 4.1
Canada 486.9 9.8 496.7
China 42.0 0.0 42.0
Costa Rica 0.0 0.6 0.6
Cote Aa'Ivoire 1.4 2.5 3.9
Denmark 44.1 9.7 53.8
Finland 12.7 14.8 27.5
France 222.9 27.17 250.6
Germany, Federal Republic of 249.6 34.9 284.5
Greece 2.0 0.0 2.0
Hong Kong 79.2 6.3 85.5
Hungary 13.9 0.0 13.9
Iceland 1.7 0.0 1.7
India 32.7 1.5 34.2
International institutions 134.9 171.8 306.7
Ireland 7.9 0.0 7.9
Italy 47.5 34.5 82.0
Japan 674.3 161.5 835.8
Jordan 6.8 0.0 6.8
Kenya 0.6 0.0 0.6
Malaysia 37.9 5.0 42.9
Mexico 17.8 10.2 28.0
Morocco 2.4 0.0 2.4
Netherlands 206.4 39.7 246.1
New Zealand 42.7 1.3 44.0
Norway 51.8 4.2 56.0
Panama 0.0 0.5 0.5
Philippines 3.5 0.0 3.5
Portugal 13.9 11.5 25.4
Regional institution (Africa) 66.4 17.4 83.8
Regional institution (Europe) 98.0 1.8 99.8
Regional institution (S-E Asia) 81.3 9.2 90.5
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Table 2 (continued)

Investments
in currencies

other than Investments in
United States United States
dollars dollars Total
Regional institution (Lat. America) 69.2 103.4 172.6
Republic of Korea 51.1 3.0 54.1
Singapore 59.9 0.0 59.9
Spain 70.6 1.0 71.6
Sweden 62.5 2.8 65.3
Switzerland 126.3 0.0 126.3
Thailand 19.9 0.0 19.9
Turkey 5.2 0.0 5.2
United Kingdom 471.9 59,2 531.1
USSR 16.1 0.0 16.1
Venezuela 3.8 0.0 3.8
Yugoslavia 0.0 2.0 2.0
Zimbabwe 0.6 0.0 0.6
Hedge positions g/ (78,2) 78,2 2.0
Total outside United States 3 779.,4 846,0 4 625,4 (60%)
United States 20,1 2 987.0 3. 007,1 (40%)

Total fund

3 799.5 (50%) b/

3 833.0 (50%)

7 632.5 (100%)

a’
issuer.
they are convertible.

b/

The country of investment is generally based on thr domicile of the
Convertible securities are classified according to the currency into which

Various investment trusts (amounting to $56.2 million), which trade in

currencies other than the currencies of the investments, are classified under the

countries of investment.

c/

currencies of the investments are classified under the countries.

Various investment trusts, which trade in currencies other than the

/ooc
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TOTAL FUND: CURRENCIES OTHER THAN UNITED STATES DOLLARS
(MARKET VALUE) AS AT 31 MARCH 1989
Equivalent. in millions of
Currency United States dollars g/ Percentage
Australian dollar 94,0 2.5
Austrian shilling 24.7 0.7
Belgian franc 27.7 0.7
Brazilian cruzado 4.1 0.1
Canadian dollar 488.6 12.9
Danish krone 38.3 1.0
Deutsche mark 453.1 11.9
European currency unit 38.8 1.0
Finnish markka 9.0 0.2
French franc 175.0 4.6
Hong Kong do” r 83.1 2.2
Indian rupee 9.5 0.3
Italian lira 43.4 1.1
Japanese yen 996.8 26.3
Jordanian dinar 1.8 0.0
Kenyan shilling 0.6 0.0
Korean won 49.2 1.3
Malaysian ringgitc 21.8 0.6
Mexican peso 16.7 0.4
Miscellaneous 42.7 b/ 1.1
Netherlands quilder 267.8 7.1
New Zealand dollar 14,1 0.4
Norwegian krone 34.9 0.9
Philippine peso 3.5 0.1
Pound sterling 430.7 11.4
Singapore dollar 62.4 1.6
Spanish peseta 95.5 2.5
Swedish kruna 46.5 1.2
Swiss franc 208.7 5.5
Thai baht 10,5 — 9.4

Total fund ;ﬂj??i§ c/ {99.0

a’/ Convertible securities are classified according to the currency into
which they are convertible.

b/ Includes the Hong Kong dollar, the Singapore dollar, the Malaysian
ringgit, the Republic ot Korea won and the Philippine peso.

¢/ Includes $56.2 million invested in investment trusts that trade in
currencies other than currencies of investments.
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Iable 4
INVESTMENT IN DEVELOPING COUNTRIES (BOOK VALUE)
AS AT 30 JUNE 1989
(In thousands of United States dollars)
Currencies other
than United States United States
dollars Total
Africa
Algeria 4 832 9 732
Coéte d'Ivoire 1 836 3 836
Kenya 219 219
Morocco 2 403 2 403
Zimbabwe 372 ——313
-9 663 -16 563
Development institutions 67 650 85 321
Total Africa 77 q&g 1C1 884
Agsia
China 26 209 26 209
India 33 943 35 442
Jordan 8 496 8 496
)M alaysia 22 539 27 471
Philippines 2 738 2 738
Republic of Korea 14 026 16 977
Singapore 34 885 34 885
Thailand .16 787 16 781
159 623 169 00%
De: ealopment institutions 67 160 171 336
focal Asia 326 783 2@§w§4}
Evurope
Yugoslavia N 1.840
— 9 —1 840
Development institutions 212 128 12 128
Iotal Europe 12 128 13 968
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Table 4 (continued)
Currencies other
tnan United States United States
dollars dol. . ars Total
Latin America
Brazil 4 923 . 4 929
Costa Rica - 551 551
Mexico 13 145 8 750 21 895
Panama - 484 484
Venezuela .. 097 e el 097
.23 771 ..9.785% < 11
Devalopment institutions .68 474 403 9593 .172.001
Total Latin America 90 245 113 378 203 623
Other development institutions 113 394 449 207 ...262 601
International invest.nent trusts . 6.000 - .....05 000
Total development-re. ited
investments 525 863 608 554 1134 417
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