
Guide lines for the invest ment
of social secu rity funds

Intro duc tion

Social secu rity funds are held by social secu rity schemes in order to safe guard the

schemes’ ability to pay ben efits and pro vide ser vices, to gen erate invest ment

income that helps to finance ben efits and ser vices, and, in many instances, to ease

tran si tory demo graphic pres sures.

In recent years, the number of member orga ni za tions of the Inter na tional Social

Secu rity Asso ci a tion (ISSA) with such funds has grown sig nif i cantly. As their  ex -

perience has shown, the invest ment of these funds can make a crit ical con tri bu tion

to the finan cial sustainability of their social secu rity sys tems. How ever, expe ri ence

has also shown that the invest ment of social secu rity funds is not without risk.

Impru dently or improp erly invested, such funds can yield neg a tive real rates of

return, or can dis ap pear alto gether.

These fac tors led the ISSA to create a Study Group on the Invest ment of Social

Secu rity Funds. The Study Group con sisted of offi cials of ISSA member orga ni za -

tions directly involved in the invest ment of social secu rity funds as well as out side

experts from insti tu tions engaged in sim ilar invest ments and from inter na tional

orga ni za tions.

At its first meeting, held in Paris in December 2002, the Study Group iden ti fied, as a 

pri ority, the devel op ment of guide lines which could assist social secu rity insti tu -

tions in the invest ment of their funds. At its second meeting, held in Porto in April

2004, the Study Group exam ined draft Guide lines drawn from sev eral sources and

adapted to the spe cial cir cum stances of social secu rity insti tu tions. The present

Guide lines are the result of the Study Group’s reflec tion and of com ments sub se -

quently received from sev eral of its mem bers.

These Guide lines are intended to pro vide social secu rity insti tu tions – whether they

be gov ern ment min is tries, stat u tory bodies or pri vate bodies – with gen eral prin ci -

ples and con sid er ations for the invest ment of social secu rity funds. The prin ci ples

and con sid er ations are sup ple mented with com men taries that pro vide back ground

infor ma tion, describe accept able alter na tive approaches, or dis cuss other fac tors

that should also be taken into account.
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The Guide lines have been for mu lated to take into account two dis tinct sit u a tions. In 

the first instance the entity admin is tering the social secu rity scheme is also respon -

sible for investing the social secu rity funds. In the second instance the entity

respon sible for investing the social secu rity funds is dis tinct from the social secu rity

scheme.

There are many dif ferent models of social secu rity around the world, com prising

schemes in devel oping and indus tri al ized coun tries. Finan cial mar kets, legal frame -

works and reg u la tory and super vi sory struc tures vary from country to country. In

drafting the Guide lines, con sid er able atten tion has been given to pro viding the

degree of flex i bility required to respond to these dif fer ences. How ever, a prac tical

con se quence is that the Guide lines cannot reflect every pos sible cir cum stance.

There fore, in applying the Guide lines, they must be adapted, as appro priate, to the

spe cific sit u a tion of each scheme and each country.

I. Gover nance prereq ui sites:

Gover nance struc ture

A sound gov er nance struc ture is essen tial for the effec tive invest ment of social

secu rity funds. The gov er nance struc ture should ensure an appro priate divi sion of

oper a tional and over sight respon si bil i ties, and the suit ability and account ability of

those with such respon si bil i ties.

Gov er nance1 is a com plex sub ject, with many dimen sions. It would not be pos -

sible, in Guide lines such as these, to address all aspects of good gov er nance. This

and the next sec tion of the Guide lines describe the min imum gov er nance prin ci ples

and con sid er ations that must be taken into account when a social secu rity insti tu -

tion under takes the invest ment of the funds entrusted to it.

1. Iden ti fi ca tion of respon si bil i ties

There should be a clear iden ti fi ca tion and assign ment of oper a tional and over sight

respon si bil i ties in the gov er nance of a social secu rity scheme. This should be the

case whether a scheme is admin is tered by a gov ern ment min istry or by an entity

(e.g., a stat u tory body, such as an auton o mous insti tu tion) estab lished for this pur -

pose. In the latter case, the leg is la tion estab lishing the entity should set out the

legal status of the entity, its main objec tives and its internal gov er nance struc ture.

2. Govern ing body

(a) If an entity other than a gov ern ment min istry is estab lished to admin ister a

social secu rity scheme, the gov erning body of that entity should be vested with
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the power to take the actions nec es sary for the scheme to fulfil its leg is la tive man -

date. The gov erning body should be sub ject to the least pos sible polit ical  inter -

ference or influ ence. The gov erning body is ulti mately respon sible for ensuring

that the pro vi sions of the leg is la tion estab lishing the social secu rity scheme are

observed and that the inter ests of scheme mem bers, ben e fi cia ries and other

stake holders are pro tected. The gov erning body should not be able to absolve

itself com pletely of its respon si bil i ties by del e gating cer tain func tions to external

ser vice pro viders but should retain respon si bility for mon i toring and over sight of

those ser vice pro viders.

Commen tary: Inde pend ence from polit ical inter fer ence or influ ence does not

mean that the governing body should operate without refer ence to the legis la -
tive frame work estab lished by the national parlia ment or the poli cies of the

govern ment. Nor does it preclude appro priate consul ta tions with parlia men -
tary and govern ment offi cials or other govern ment agen cies. However, it does 

mean that there should not be polit ical inter fer ence in the deci sions taken by

the governing body within the legis la tive mandate given to it.

In estab lishing a governing body for a social secu rity scheme, many coun tries

require tripar tite repre sen ta tion of workers, employers and govern ment. The

Inter na tional Labour Orga ni za tion, among others, has long advo cated tripar -
tite repre sen ta tion as a means of protecting against unwar ranted polit ical

inter fer ence and ensuring input from those most affected by a social secu rity

scheme.

(b) The respon si bil i ties of the gov erning body should be con sis tent with the over -

riding objec tive of the social secu rity scheme, which is to pay the ben efits and pro -

vide the ser vices prom ised. The gov erning body should strive to main tain the finan -

cial sustainability of the social secu rity scheme by mon i toring and man aging all the

risks asso ci ated with the scheme, including in par tic ular the demo graphic, finan cial

and broader eco nomic risks. Under the finan cial system adopted, the con tri bu -

tion level estab lished and invest ment income should be suf fi cient to finance the

ben efits and ser vices, and risk man age ment should be applied in the assess ment of 

the long-term sustainability of the scheme.

3. Invest ing insti tu tion and invest ment
commit tee

(a) In accor dance with the leg is la tion estab lishing a social secu rity scheme and/or 

the deci sion of a scheme’s gov erning body, the investing insti tu tion may be

either the entity admin is tering the social secu rity scheme or an entity estab lished

expressly for the pur pose of investing the scheme’s funds. In the latter case, there

should be a clear state ment of the legal status of the investing insti tu tion, its main

objec tives, and its internal gov er nance struc ture (including its gov erning body).

More over, in such a case, Guide lines 2, 4, 5, and 6 should apply to the gov erning

body of the investing insti tu tion, and guide lines 7, 9, 10, 11, 12 and 13 to the

investing insti tu tion itself.
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Commen tary: In some instances, there may be advan tages to estab lishing

an investing insti tu tion which is distinct from the entity admin is tering the
social secu rity scheme. For example, when a govern ment ministry is respon -

sible for admin is tering a social secu rity scheme, the creation of an investing

insti tu tion which is inde pendent of that ministry may ensure protec tion
against both polit ical inter fer ence and the percep tion of polit ical inter fer ence

in the invest ment deci sions which are taken.

(b) The gov erning body (bodies) of the social secu rity scheme and/or of the

investing insti tu tion should appoint an invest ment com mittee respon sible for

devel oping the invest ment policy and the invest ment strategy, rec om mending 

them to the gov erning body (bodies), over seeing their imple men ta tion, and eval u -

ating their effec tive ness. The invest ment com mittee should meet reg u larly and

report its activ i ties to the gov erning body (bodies). The fre quency of its meet ings

should take into account the respon si bil i ties and tasks assigned to it.

Commen tary: It must be stressed that the invest ment committee is not the
same as the investing insti tu tion or the governing body of the social secu rity

scheme. The invest ment committee reports to the governing body of the
social secu rity scheme or the governing body of the investing insti tu tion and is 

charged with recom mending, over seeing and eval u ating the appli ca tion of the

invest ment policy and invest ment strategy.

In some instances, the chair person of the governing body of the investing

insti tu tion chairs the invest ment committee. The chief exec u tive officer of the

entity admin is tering the social secu rity scheme may be a member of the
invest ment committee. The other members of the committee should be

chosen from among the members of the governing body (bodies) of the social

secu rity scheme and/or of the investing insti tu tion on the basis of their exper -
tise and expe ri ence in the various key aspects of invest ment manage ment.

Outside experts should be asked to serve on the invest ment committee if the

required exper tise is not avail able among the members of the governing body
(bodies).

4. Account abil ity

(a) The gov erning bodies of the social secu rity scheme and of the investing insti -

tu tion should be account able to the scheme mem bers, ben e fi cia ries, and other

stake holders of the social secu rity scheme. In order to ensure the account ability of

the gov erning bodies, their mem bers should be liable for their actions and for their

failure to act.

Commen tary: One means for deter mining whether a member of a governing

body has prop erly carried out his/her respon si bil i ties is to apply the prin ciple

of “duty of care”. Under this prin ciple, a member, in exer cising the powers of
office or discharging the duties, is required to act honestly and in good faith,

with a view to the best inter ests of the social secu rity scheme and scheme

members. As well, he or she is required to exer cise the care, dili gence and skill 
that a reason ably prudent person would exer cise in compa rable circum stances 

(i.e. prudent-person prin ci ples). If the member, by reason of his/her profes -
sion or busi ness, has a partic ular knowl edge or skill rele vant to his/her duties

of office, he/she is expected to employ that partic ular knowl edge or skill in

exer cising those duties.
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(b) Account ability of the gov erning bodies of the social secu rity scheme and of the 

investing insti tu tion requires that there should be trans parent pro cesses for

selecting mem bers and for taking deci sions as well as reg ular meet ings and dis clo -

sure of deci sions and infor ma tion to scheme mem bers, ben e fi cia ries and other

stake holders, including infor ma tion regarding the financing of the scheme and its

finan cial status.

Commen tary: At the time of appoint ment to a governing body, a member
should disclose all busi ness inter ests and affil i a tions that may result, or appear 

to result, in a conflict of interest with the execu tion of his/her duties on the

governing body. The member should be expected to disclose any busi ness
interest or affil i a tion that dev elops after his/her appoint ment and while he/she 

is on the governing body.

If the governing body is dealing with an issue in which the member has a busi -

ness interest or could appear to have such an interest, the member should
with draw from the part of the meeting in which the issue is being discussed

and not vote on the issue. It should be noted in the record of the meeting that
the member removed himself/ herself from consid er ation of this issue.

5. Suit abil ity

Mem ber ship of the gov erning bodies of the social secu rity scheme and of the

investing insti tu tion (as well as any spe cific invest ment com mittee) should be sub -

ject to min imum suit ability stan dards, in order to ensure a high level of integ rity

and pro fes sion alism in the gov er nance and admin is tra tion of the social secu rity

scheme and of the investing insti tu tion.

6. Expert advice

Where they lack suf fi cient exper tise to make fully informed deci sions and fulfil their

respon si bil i ties, the gov erning bodies of the social secu rity scheme and of the

investing insti tu tion should seek expert advice or appoint pro fes sionals to carry out

cer tain func tions. Con tracts for the pro vi sion of expert advice should nor mally be

open to com pe ti tion, sep a rately for each type of expert advice required. Experts

should be appointed having regard to the quality of their exper tise and not solely on 

the basis of the lowest tender.

Commen tary: In engaging external advi sors, the governing body (bodies) of

the social secu rity scheme and/or of the investing insti tu tion must ensure that
they have suffi cient knowl edge to define their invest ment require ments, to

under stand the impli ca tions of the proposals presented to them, and to eval -

uate those proposals within the frame work of the social secu rity scheme’s
overall objec tives. If the governing body or bodies are uncer tain whether they

have the neces sary knowl edge, they should obtain inde pendent advice from

experts with no mate rial interest in the outcome of the deci sions taken.
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7. Audi tor

(a) An auditor, inde pendent of the gov ern ment, the gov erning body of the social

secu rity scheme, the entity admin is tering the social secu rity scheme and the in -

vesting insti tu tion, should be appointed by the gov ern ment or the gov erning body

of the social secu rity scheme to carry out annual audits of the social secu rity

scheme. The auditor should be free from polit ical inter fer ence.

Commen tary: If the investing insti tu tion is distinct from the entity admin is -

tering the social secu rity scheme, there should be inde pendent audits of each.

(b) If as a result of car rying out his/her pro fes sional and/or stat u tory duties, the

auditor becomes aware of infor ma tion which could have a sig nif i cant neg a tive

effect on the finan cial sit u a tion or the admin is tra tive and accounting orga ni za tion

of the scheme, or of sig nif i cant weak nesses in the sys tems of con trol, the auditor

should make a report to the gov ern ment or gov erning body (which ever appointed

him/her). If the auditor reports to the gov erning body and the gov erning body does 

not take appro priate reme dial action in a spec i fied time, the auditor should also

make a report to the gov ern ment.

(c) An opinion from the auditor should be included in the annual finan cial state -

ments of the social secu rity scheme, which should be pub licly avail able.

8. Actu ary

(a) An actuary should be appointed by the gov ern ment or the gov erning body of

the social secu rity scheme to carry out peri odic actu arial reviews of the scheme.

The actuary should be free from polit ical inter fer ence.

Commen tary: If the actuary is an employee of the govern ment ministry
over seeing the social secu rity scheme, or of the governing body or the entity

admin is tering the scheme, the work of the actuary should be subject to inde -

pendent peer review or actu arial audit.

(b) If as a result of car rying out his/her pro fes sional and/or stat u tory duties, the

actuary deter mines that the finan cial sustainability of the social secu rity scheme is

mate ri ally at risk to the extent that the scheme may not be ful filling or is unlikely to

be able to fulfil its obli ga tions, or that it will not be able to comply with the stat u tory

pro vi sions of the scheme, or that it faces the pos si bility of mate rial finan cial short -

falls of income rel a tive to its expen di ture in the future which will not be cov ered by

reserves, the actuary should make a report to the gov ern ment or the gov erning

body of the social secu rity scheme (which ever appointed him/her). If the actuary

reports to the gov erning body of the social secu rity scheme and the gov erning body 

does not take appro priate reme dial action in a spec i fied time, the actuary should

also make a report to the gov ern ment or directly to the par lia ment.

Commen tary: The process for deter mining the assump tions under lying the
actu arial review should be trans parent and based on objec tive consid er ations.
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(c) The report of the actuary on the actu arial review should promptly be made

pub licly avail able.

9. Custo dian

Cus tody of the assets of the social secu rity scheme can be car ried out by the entity

admin is tering the scheme, by the investing insti tu tion, by a gov ern ment entity

such as the cen tral bank or trea sury, or by an inde pendent cus to dian. If an inde -

pendent cus to dian is appointed by the gov erning body of the social secu rity scheme 

to hold and ensure the safe keeping of the assets of the scheme, the assets of the

scheme should be legally sep a rated from other assets of the cus to dian. The cus to -

dian should not be able to absolve itself of respon si bility by entrusting to a third

party all or some of the assets in its safe keeping.

Commen tary: The custo dian should perform inde pendent trans ac tion and

posi tion recon cil i a tions at spec i fied inter vals.

II. Gover nance prereq ui sites:

Gover nance mech a nisms

In addi tion to an effec tive gov er nance struc ture, there should also be suit able gov -

er nance mech a nisms. Social secu rity schemes should have appro priate con trol,

com mu ni ca tion and incen tive mech a nisms that encourage good deci sion-making,

proper and timely exe cu tion, trans par ency and reg ular review and assess ment.

10. Systems of control

There should be appro priate sys tems of con trol in place to ensure that all per sons or

bodies with oper a tional and over sight respon si bil i ties act in accor dance with the

objec tives set out in the leg is la tion estab lishing the entity admin is tering the social

secu rity scheme or the investing insti tu tion, when the investing insti tu tion is dis tinct

from the entity admin is tering the social secu rity scheme. Such sys tems of con trol

should cover all basic orga ni za tional and admin is tra tive pro ce dures, including per -

for mance assess ment, com pen sa tion mech a nisms, infor ma tion sys tems and pro -

cesses, risk  man agement pro ce dures and reg ular review of expert advisers and of

any con trac tual arrange ments.

11. Internal report ing

Reporting chan nels between the entity admin is tering the social secu rity scheme,

the gov erning body of the scheme, the investing insti tu tion, the gov ern ment and

other per sons involved in admin is tering the scheme should be estab lished in order

to ensure the effec tive and timely trans mis sion of rel e vant and accu rate infor ma -

tion.
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12. Public disclo sure

The gov erning bodies of the social secu rity scheme and of the investing insti tu tion

should dis close rel e vant infor ma tion to all par ties involved, including scheme mem -

bers, ben e fi cia ries and other stake holders, in a clear, accu rate and timely fashion.

Commen tary: The infor ma tion to be disclosed on an annual basis should
include at least the following:

� the duties, objec tives and mandate of the entity admin is tering the social

secu rity scheme, its governing body, and the investing insti tu tion (if

different from either of the previous two);

� the commit tees of the governing body of the social secu rity scheme, as well 

as their compo si tion, mandates and activ i ties;

� a finan cial state ment of the scheme for the previous year, including infor -

ma tion on income, expen di tures, assets and liabil i ties;

� the opinion of the auditor on the finan cial state ment;

� the report of the actuary on the actu arial review (if such a report has been

made since the previous disclo sure of infor ma tion).

Disclo sure should not extend to infor ma tion that would compro mise fidu ciary

respon si bil i ties or prej u dice invest ment trans ac tions.

13. Redress

Scheme mem bers, ben e fi cia ries and other stake holders should be granted access

to prompt stat u tory redress mech a nisms through a body estab lished for this pur -

pose or through the courts.

III. Invest ments

14. Objec tives

(a) There are two pri mary objec tives for the invest ment of social secu rity funds:

(i) secu rity – the invest ments should assist the social secu rity scheme to meet 

its com mit ments in a cost-effec tive way;

(ii) prof it ability – the invest ments should achieve max imum returns, sub ject

to acceptable risk.

Invest ments of social secu rity funds should be made with a view to achieving a

 reasonable bal ance between the twin objec tives.

Commen tary: The impor tance of the secu rity of the assets and the return on
assets to main tain the finan cial sustainability of the social secu rity scheme

according to its finan cial system should always be consid er ations in making

deci sions on invest ments. The liabil i ties of the social secu rity scheme should
take into account the scheme’s matu rity and liquidity require ments.
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(b) The social and eco nomic utility of invest ments may also be taken into account. 

In such a case, how ever, it should be sub sid iary to the pri mary objec tives of secu -

rity and prof it ability. As well, there should be clear cri teria for deter mining the cir -

cum stances and to what extent social and eco nomic utility will be taken into

account. Where invest ment in a par tic ular ven ture of eco nomic and social utility is

con sid ered desir able by the gov ern ment and/or by the gov erning body of the social

secu rity scheme but the returns likely to be achieved are below market norms, the

invest ment should be struc tured so that the sub sidy is made from other gov ern -

ment resources, in order to avoid com pro mising the fidu ciary respon si bil i ties of the

social secu rity scheme.

Com men tary: Invest ments with social and eco nomic utility include, for

example, pri vate-sector ini tia tives, state enter prises, stu dent loans, low-cost
housing, old-age facil i ties, health infra struc ture, tourism, and pro jects en han -

cing human resources. In many coun tries, these types of invest ments may

make a sub stan tial con tri bu tion to long-term national growth rates even if the
indi rect rates of return may not always be fully reflected in the mon e tary rates

of return. By con trib uting to long-term national eco nomic growth, they can
im prove the finan cial status of the social secu rity scheme in terms of the

number of mem bers, the amount of their insur able earn ings, and the rate of

return on the scheme’s invest ments.

Invest ments that are made on the basis of social and economic utility should

be contin u ously moni tored. To enable the social secu rity scheme to do this, it
should have a seat on the board of direc tors of such projects when ever there is 

a substan tial invest ment of social secu rity funds.

15. Integrated approach

The invest ment of the funds of a social secu rity scheme should take into account

the finan cial system under which the scheme oper ates, and be con sis tent with its

short-, medium- and long-term financing objec tives. The com mit ments of the

scheme estab lished by leg is la tion, expected future cash-flows and the appro pri ate -

ness of dif ferent types of invest ments for meeting the scheme’s invest ment objec -

tives should be taken into account.

16. Invest ment policy and strat egy

(a) The invest ment policy of a social secu rity scheme should be based on pru dent- 

 person prin ci ples and appro priate quan ti ta tive restric tions. It should take into

account the fol lowing con cepts:

� risk manage ment;

� diver si fi ca tion and disper sion;

� matching assets and liabil i ties, including consid er ations of dura tion and matu -

rity;

� currency matching; and

� perfor mance measure ment and moni toring.
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Commen tary: In estab lishing the invest ment policy and strategy, the gov -

erning bodies of the social secu rity scheme and of the investing insti tu tion
should deter mine the degree of risk and risk toler ance the scheme is able to

sustain. Factors such as the vola tility of contri bu tions and assets should be

consid ered along with the finan cial objec tives. The governing bodies of the
social secu rity scheme and of the investing insti tu tion should have a sound

under standing of the scheme’s obli ga tions, the purpose of the invest ments,
and the appro priate mix of assets required to ensure the scheme’s finan cial

sustain ability.

(b) The invest ment policy and invest ment strategy should be con sis tent with the

financing objec tive of the social secu rity scheme and its cash-flow require ments.

The policy should require that the investing insti tu tion have in place appro priate

sys tems of con trol to ensure that the five con cepts noted in (a) have been prop erly

taken into account.

(c) The national eco nomic, social and finan cial impor tance of the invest ment of

social secu rity funds requires that, within the con text of these Guide lines, the

invest ment policy of a social secu rity scheme should be estab lished taking into con -

sid er ation the eco nomic pol i cies of national finncial author i ties such as the min istry

of finance and/or cen tral bank.

Commen tary: In many coun tries, social secu rity funds comprise a major part 
of the capital market. There fore, the invest ment of those funds should take

into consid er ation long-term national objec tives that may not be entirely

reflected when pursuing a strategy based exclu sively on maxi mizing returns.
Ulti mately, the sustainability of any social secu rity scheme depends on na -

tional economic growth.

While the views of national finan cial author i ties are a legit i mate consid er ation

in setting the invest ment policy and strategy, they should not be involved in

the imple men ta tion of the strategy. In partic ular, those author i ties should not
be allowed to dictate the specific invest ments to be made by a social secu rity

scheme or its investing insti tu tion.

(d) A state ment of the invest ment policy and strategy should be for mally artic u -

lated by the gov erning bodies of the social secu rity scheme and of the investing

insti tu tion and should be pub licly avail able.

Commen tary: The invest ment policy should be reviewed by the governing
body of the investing insti tu tion regu larly (at least once every three years).

The invest ment strategy should be subject to ongoing review and eval u a tion.

17. Restric tions on invest ments

(a) No min imum level of invest ment should be pre scribed for any given cat e gory

of invest ment, except on an excep tional and tem po rary basis and for com pel ling

 pru dential rea sons.

Commen tary: The prescrip tion against minimum levels of invest ments for
given cate go ries refers to rules that are exter nally imposed on a social secu rity 

scheme or investing insti tu tion. It espe cially applies in regard to govern ment
debt. Social secu rity funds should not become a means for govern ments to

finance defi cits and debt.
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The prescrip tion does not, however, preclude the governing body of a social

secu rity scheme or investing insti tu tion from setting minimum levels of invest -
ments as part of its invest ment policy.

Provi sion should, in partic ular, be made for a minimum level of cash and/or
short-term money-market secu ri ties required to pay imme diate ben efits and

meet other ongoing obli ga tions as they become due.

(b) Max imum levels of invest ment by cat e gory should be set with ref er ence to

pru den tial rules. The investing insti tu tion should be allowed to exceed such ceil -

ings under cer tain con di tions (e.g. time limits), and pos sibly sub ject to prior autho -

ri za tion by the gov erning body of the social secu rity scheme and/or the gov ern -

ment.

(c) Invest ments in a given indi vidual asset or secu rity, or in the assets or secu ri -

ties of a par tic ular industry or entity other than the gov ern ment itself, should be

lim ited as a pro por tion of a social secu rity scheme’s total port folio. The investing

insti tu tion should not hold more than a spe cific pro por tion of the total market

value of a given type of asset or of the assets of a par tic ular industry or entity.

(d) A list of admitted/rec om mended assets can be drawn up by the gov ern ment or 

by the gov erning body of the social secu rity scheme. Such a list could either be

exhaus tive and com pul sory or optional. In the latter case, the investing insti tu tion

would have to jus tify any sub stan tial devi a tion from the list.

Commen tary: Caution should be exer cised before adopting a “list” approach
which places tight constraints on stra tegic asset allo ca tion. If a list approach is 

used, one of admitted assets is less prob lem atic than a list of recom mended
assets.

(e) Invest ment in cer tain cat e go ries of invest ments should be lim ited or pro hib ited

– for instance, loans without appro priate guar an tees or on terms which would not be

ac cept able to the market, unquoted shares, and invest ments which raise major risks

of con flicts of interest. Indi vid u ally placed and unquoted invest ments should be sub -

ject to par tic u larly strin gent dis clo sure and approval mech a nisms, with a require -

ment to dem on strate that the terms of the invest ment are fair and not sub ject to

improper influ ence or con trol. Mea sures should be in place to pre vent unlawful

appro pri a tion of funds.

(f) Inter na tional invest ments should nor mally be restricted to invest ment-grade

secu ri ties appro priate for a social secu rity scheme. Care should be taken to manage 

any cur rency risks.

(g) The use of finan cial deriv a tives as an invest ment man age ment instru ment

may be useful and effec tive if it is car ried out in a pru dent fashion to manage

and hedge risks (e.g., to reduce expo sure to cur rency fluc tu a tions). How ever,

unhedged posi tions in deriv a tives can expose the investing insti tu tion to sig nif i cant

risk. Appro priate risk man age ment struc tures should be set in place to govern the

use of deriv a tives, and com pli ance with these struc tures should be care fully mon i -

tored.
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18. Prudent-person prin ci ples

(a) Appli ca tion of pru dent-person prin ci ples or the pru dent-expert con cept can

make it pos sible to reduce quan ti ta tive restric tions on invest ments. This, how ever,

requires the gov erning body of the social secu rity scheme and the gov ern ment to

have con fi dence in the investing insti tu tion’s internal sys tems for man age ment and 

con trol of its invest ment port folio. If pru dent-person prin ci ples are applied to man -

aging the invest ment of social secu rity funds, they should be set out, with a min -

imum body of rules, by the gov erning body of the social secu rity scheme or by the

gov ern ment.

Commen tary: Unless the modal i ties of appli ca tion of prudent-person  prin -
ciples are suffi ciently precise, impru dent atti tudes may develop. These  prin -

ciples – or at least their inter pre ta tion – may vary substan tially from one

country to another.

(b) What ever prin ci ples the investing insti tu tion may adopt, there have to be

com pe tent and honest man agers to apply them. It is, there fore, essen tial to ensure 

the com pe tence and integ rity of man agers. The gov erning body of the social secu -

rity scheme or of the investing insti tu tion should adopt cri teria con cerning the

exper tise that is required of invest ment man agers and other advisers on invest -

ment policy and strat egy and their imple men ta tion.

(c) Insofar as pru dent-person prin ci ples are applied and quan ti ta tive restric tions

eased, greater fidu ciary respon si bility should be placed on offi cials of the investing

insti tu tion and mem bers of its gov erning body in order to ensure the account ability

of any who abuse the inde pend ence con ferred by the appli ca tion of these prin ci -

ples. The social secu rity scheme should have an appro priate struc ture to con trol

deci sions taken on the basis of the pru dent-person prin ci ples (for example, through 

the nom i na tion of other qual i fied per sons on the invest ment com mittee and the

gov erning body of the investing insti tu tion or through a system of external and

inde pendent review).

19. Valu a tion

Assets should be valued in accor dance with gen er ally accepted accounting  prin -

ciples. The objec tive should be to ensure that infor ma tion about invest ments is as

trans parent as pos sible. To achieve this goal, there should also be dis clo sure of the

results that would have been obtained using the main alter na tive meth od ol o gies

(for example, market value or fair value when assets are shown at his tor ical

cost).

20. Perfor mance anal y sis

(a) Peri odic anal ysis of each asset class and the port folio as a whole should be

 carried out to deter mine nom inal, risk-adjusted, and infla tion-adjusted (real) rates

of return. The anal ysis should include com par i sons with target rates of return, and
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with appro priate benchmarks, to allow the gov erning body of the social secu rity

scheme to assess invest ment per for mance, to update the asset allo ca tion strategy, 

and to make adjust ments (as may be required) to the invest ment policy and

strategy.

(b) The anal ysis of invest ments should be pub licly dis closed.

Appen dix

Glos sary of terms

Cus to dian

The agent engaged by the gov erning body of the social secu rity scheme or of the

investing insti tu tion to hold and safe guard the assets of the social secu rity scheme.

Deriv a tives 

Syn thetic finan cial market prod ucts based on other instru ments such as shares,

bonds, indices, or com mod i ties.

Dis per sion 

The dis tri bu tion of assets among dif ferent cat egories of assets.

Diver si fi ca tion 

The dis tri bu tion of spe cific assets within a given cat e gory of assets.

Fair value 

Asset values based on the price that would be agreed upon in an arm’s length

trans ac tion between knowl edge able, willing par ties under no com pul sion to act.

This tech nique is often used for assets which are not traded/sold often enough to

estab lish a market value.

Finan cial system 

The method whereby funds are allo cated in order to pro vide the expected ben efits

and ser vices as they fall due, and the equi lib rium between receipts and expen di -

tures is main tained. Finan cial sys tems range from full-funding to pay-as-you-go.

Gov er nance 

The sys tems and pro cesses by which an insti tu tion or gov ern ment man ages its

affairs with the objec tive of max i mizing the wel fare of and resolving the con flicts of

interest among its stake holders.

Gov erning body 

The group of per sons who, under the leg is la tion or by-laws estab lishing an entity, is 

given the respon si bility for the gov er nance of the entity.
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Hedge 

A form of risk com pen sa tion using a counter-trade or cov ering trans ac tion designed 

to offset an existing or poten tial risk posi tion by elim i nating or dimin ishing the

 element of risk (in par tic ular, price, interest rate or exchange rate risk).

His tor ical cost 

Asset values based on the price paid in the past for the same or com pa rable assets.

Investing insti tu tion 

The entity respon sible for the invest ment of a social secu rity scheme’s funds. In

accor dance with leg is la tion and/or the deci sion of the scheme’s gov erning body,

this can be either the entity admin is tering the social secu rity scheme or an entity

estab lished expressly for this pur pose.

Invest ment policy 

The invest ment prin ci ples and pro ce dures estab lished by the gov erning body of the

investing insti tu tion.

Invest ment strategy  

The plan approved by the gov erning body of the investing insti tu tion to imple ment

the invest ment policy.

Market value 

Asset values based on the price for the same or com pa rable assets on open mar -

kets at the time of val u a tion.

Pru dent-person 

Rules or prin ci ples which govern indi vidual behav iour, and which require a person

to exer cise the same care, dil i gence and skill in dis charging his/her duties of office

as a rea son ably pru dent person would exer cise in com pa rable cir cum stances.

Pru dent-expert 

Rules or prin ci ples which under line the need for gen uine exper tise as well as behav -

iour con sis tent with the pru dent-person prin ci ples.

Pru den tial rules 

Any rules (quan ti ta tive restric tions, pru dent-person, pru dent- expert, etc.) whose

objec tives are the pro mo tion of the finan cial secu rity of those  concerned.

Quan ti ta tive restric tions 

Rules which pre scribe either min imum or max imum allo ca tion of invest ments in

spe cific assets or classes of assets. Depending on the country con cerned, such

rules may be found in the leg is la tion estab lishing the social secu rity scheme, in

direc tives of national finan cial author i ties such as the min istry of finance or cen tral

bank, or in deci sions of the scheme’s gov erning body.

Scheme mem bers 

The per sons pro tected by a social secu rity scheme by virtue of the con tri bu tions

which they pay or which are paid on their behalf.
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Stake holders 

All indi vid uals and orga ni za tions mate ri ally affected by the social secu rity scheme,

including (as may be appro priate under the leg is la tion estab lishing the scheme)

scheme mem bers, ben e fi cia ries, employers, workers, orga ni za tions rep re senting

any of these, and the gov ern ment.

GUIDELINES FOR THE INVESTMENT OF SOCIAL SECURITY FUNDS

 I 15


