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SIGNIFICANCE OF FOREIGN COUNTRIES’ EXPERIENCE
IN THE PENSION PROVISION SECTOR FOR DEVELOPING
THE PENSION SYSTEM IN UKRAINE

This article analysed the foreign pension provision experience and aim to examine key
indicators of the pension system. An analysis of the strengths of foreign models of pension
systems was provided. Particular attention was drawn to the current condition of the pension
system in Ukraine, and relevant conclusions were made based on recent research.
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Problem statement. Current Ukrainian pension system does not provide
enough pension provision for retired people to live. The situation is getting worse
due to several reasons. That is why there is strong need to analyse foreign expe-
rience in pension provision and implement the most successful one in Ukraine in
order to improve current condition of pension system in Ukraine.

Study, results and discussion. The works of Ukrainian economists such as
lashnyk G.L., Filipchuk P.V. and. Ovcharenko I. I. considered the foreign experi-
ence of pension system reformation, but there is still a gap in analysing the man-
datory accumulation pension provision.

The aim of this paper is to analyse successful experiences of pension system
around the world and examine conditions needed for efficient pension system re-
form.

Methods. The work on this paper utilizes the following methods: compari-
son, analysis, synthesis, generalization and measurement.

Facing the deteriorating demographic situation connected with an aging pop-
ulation, maintaining the well-being of people who have lost ability to work is a
difficult problem. One of the most important components of social protection sys-
tem of any state is a pension provision of its citizens. Nowadays almost all coun-
tries around the world face with the problem of aging population. Every year the
number of people over 65 years steadily increase. Fig. 1 shows the demographic
situation around the world [1].

As seen from the graph, every year there are more and more people over 65
around the world. This implies a smaller amount of active working people who
can contribute to Pension Funds. There are three basic pension institutions, the
combination of which allows the government to get different models of pension
systems:

1. Social assistance. This is the state redistribution program, which exists in
most countries. Its purpose is to reduce poverty among the old generation.
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2. Mandatory pension insurance of employed and self-employed people.

3. Personal pension insurance, which is an extension or in some cases, re-
placement of the second institute, based on citizens’ financial capabilities and the
real impact on their life quality after their professional career. In some countries,
this insurance plays the role of the main self-defence mechanism for the retire-
ment period. The use of all three components allows the government to organize
the most reliable pension system.
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Fig. 1. World population ages 65 and above (% of total) during
the period 2011-2016

As there is tendency of aging population around world, Ukraine also has a big
increase in the number of people over 65. Nowadays Ukraine faces the pension
provision problem. One of the main reasons is the rapid aging of the population.
Significant increase in the number of pensioners and a reduction in the econom-
ically active population force the country to look for the most acceptable model
of pension system construction, supported by reliable resources. Fig. 2 shows the
quantity of people over 65 years [2].

According to this graph, it is seen that during six years period the number of
people over 65 increased by 73.9 thousands of people.

For a complete analysis of the pension system, the level of economic devel-
opment, inflation rate, the minimum cost of living, birth rate, the quality of life of
the population, the period of retirement, and the size of pensions should be con-
sidered.

The table 1shows the rating of pensions systems of Switzerland, Norway,
Germany, USA, UK, Australia, Belarus, Russian Federation and Ukraine. Sev-
eral indicators such as Capability, Health status, Income security and enabling
environments constitute the Global Age Watch Index, which evaluates pensions
systems. In order to see dynamic change in Global Age Watch Index during the
period 2013-2015 there is strong need to consider the table 1 and Fig. 3 [3].
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Fig. 2. Population ages 65 and above (thousands of people) during the period 2011-2016
in Ukraine

Table 1
Global Age Watch Index during the period 2013-2015
World Country World Country World Country
Rank 2015 (97 countries) Rank 2014 | (96 countries) | Rank 2013 (91 countries)

1 Switzerland 1 Norway 2 Norway
2 Norway 3 Switzerland 3 Germany
4 Germany 5 Germany 6 Switzerland
9 USA 8 USA 8 USA
10 UK 11 UK 13 UK
17 Australia 13 Australia 14 Australia
64 Belarus 64 Belarus 60 Belarus
65 Russian Federation 65 ch;l:rsgggn 78 FeRc;Iesrsa:ZI;n
73 Ukraine 82 Ukraine 66 Ukraine

Russian Federation
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Global Age Watch Index during the period 2013-2015
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Fig. 3. Global Age Watch Index during the period 2013-2015

39



ISSN 2074-5362. €Esponeiicokuii 6eKkmop eKoHoMiunozo pozeumxy. 2016. Ne 2 (21)

The graph illustrates how countries from post-Soviet area have lower rank-
ing on Global Age Watch Index, but Ukraine takes the worst position among these
countries. One reason for this situation is that the majority of these countries have
only solidarity system and nowadays suffer from an unstable economic condition,
which also has influences on the pension system of the country.

Life expectancy will be considered at the age of 60 in the Table 2 in order to
understand the longevity of people life in different countries [3].

Table 2
Life expectancy at the age of 60

Country Number of years
Switzerland 25
Norway 24
Germany 24
USA 23
UK 24
Australia 25
Belarus 19
Russian Federation 17
Ukraine 11

This table shows that Ukraine has the lowest longevity of life after 60 years
old. This has several reasons such as poor quality of medication, low amount of in-
come especially pension provision and bad environmental condition. That means
that it does not make sense for Ukrainian people especially for men to pay taxes
during their employment period because after retirement there is in average short
period that person can live. Table 3 shows the retirement age in 2016. Almost in
all countries, we can see that the government will increase more the retirement age
in a certain period [3].

Table 3
Retirement age 2016
Country Men Women Notes
. Retirement age is to be increased
Switzerland 63 64 gradually to 67 years in 2020
Norway 67 67
Retirement age is to be increased
Germany 65 years 4 month 65 years 3 month gradually to 67 years in 2029
USA 66 66
Retirement age is to be increased
UK 65 63 gradually to 67 years between
2016 and 2028
. Retirement age is to be increased
Australia 65 65 gradually to 67 years by July 2023
Belarus 60 55
Russian Federation 60 55
Retirement age is to be increased
Ukraine 60 57 gradually for men to 62 and for
women 60
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Here we can see that among Post-Soviet countries only Ukraine is going to
increase the retirement age despite having shorter life expectancy. Ukraine tries
to have similar retirement age with more developed countries but the government
does not take into consideration the poor quality of life, low income and high rate
of inflation.

Analysis of the data shows that in all the countries around the world there is
a trend of an aging population. The trend of aging population, including the in-
crease in the number and older people proportion significantly affect the pension
system. Solidarity system, in which the economically active population contrib-
utes to the pension fund by making regular monthly payment from their salaries, is
inefficient for this population demography. Cumulative principles should be man-
datory in this situation. Unfortunately, the pension system in Ukraine is planned
to go in a completely different direction, offering to encourage only the principles
of distribution without the cumulative part of pension system, which plays an in-
tegral role in the sufficient operation of the pension system [4].

The increasing trend of the older population deepens the financial burden on
the working people. The number of employed people per one retiree is steadily
decreasing. There are 13.5 million pensioners and only 13 million active, legally
employed people.

In order to understand the current condition of country’s economy there is
strong need to consider macroeconomic indexes such as the amount of Nominal
GDP and rate of inflation that directly influence pension system. Table 4 and table
5 provide some insights into the economic situation in Ukraine [2].

Table 4
The amount of Nominal GDP during the period 2014-2016
Country World Rank 2016 GDP 2014 (billion GDP 2015 GDP 2016
(190 countries) USD) (billion USD) (billion USD)

Switzerland 19 712.050 717.880 662.483
Norway 30 500.244 386.578 376.268
Germany 4 3859.547 3363.447 3494.898
USA 1 17418.925 18036.648 18561.934
UK 5 2945.146 2858.003 2649.893
Australia 13 144.189 1339.141 1256.640
Belarus 82 76.1 54.609 48.126
pussian 12 1331.208 1267.754
Ukraine 66 133.503 90.615 87.198

In 2014, Ukraine had quite high nominal GDP but due to unstable politic sit-
uation, real GDP faces a steep fall.
From the Fig.4, we can say that Russian Federation and Belarus also have

sharp decrease in the GDP amount. The reasons are unexpected oil price drop in
Russia and insufficient volume of crude oil processed in Belarus.

One more important index is the rate of inflation that has direct influence on
pensioners’ life and country economy. Table 5 shows the yearly rate of inflation
during the period 2014-2016 [1].
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Fig. 4. The change in Nominal GDP during the period 2014-2016, (%)

Table 5
Yearly Level of inflation during the period 2014-2016, (%)

Country 2016 2015 2014
Switzerland 0.349 0.3 0.22
Norway 2.759 2.07 2.24
Germany 1.885 0.23 1.34
USA 2.500 2.1 1.7
UK 1.909 1.2 0.9
Country 2016 2015 2014
Australia 1.5 1.3 2.9
Belarus 10.58 13.5 18.1
Russian Federation 5.391 16.71 14.98
Ukraine 15.06 48.5 24.9

In 2015, Ukraine was in the country with the highest rate of inflation. That
happened because there was significant decrease of goods quantity due to steep
fall in production caused by the unstable situation in the country, which forced
many entrepreneurs to shut down their businesses. In 2016, Ukraine took the 10™
place of the highest inflation in the world. The prices increased substantially but
wages and pension provision were on the same level as before (Fig. 5) [5].
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Due to high level of inflation the exchange rate between UAH/USD and
UAH/EUR rose by three times.
In order to evaluate the quality of life of retired people such indexes as month-
ly minimum cost of living and minimum pension provision will be considered in
Table 6 and Table 7 [2].

Monthly Minimum Cost of living in 2016

Table 6

Country Monthly Minimum cost of living ( USD)

Switzerland 1200
Norway 1800
Germany 835
USA 2371
UK 1050
Australia 1095
Belarus 90

Russian Federation 173
Ukraine 50

As can be seen from this table, Ukraine has extremely low monthly minimum
cost of living. Having quite high GDP and so low monthly minimum cost of living
implies a large inequality in income distribution in Ukraine (Fig. 6). Many peo-
ple in Ukraine belong to the upper class as well many people belong to the lower
class, but there are fewer middle class people [6].
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Fig. 6. Monthly Minimum cost of living in 2016

Due to high rate of inflation, high prices on food, clothes, medication and
housing, many people barely make ends meet.

As all countries considered in this article except Ukraine, Russian Federation
and Belarus have well-developed three level pension systems, it is difficult to find
their minimum pension provision. Ukraine, Russian Federation and Belarus’s old
fashioned, poor-functioned pension system allows for calculation of the minimum
pension provision [2].

Table 7
Minimum pension provision in 2016
Country Minimum pension provision (USD)
Ukraine 45
Russian Federation 137
Belarus 90

In order to make clear what kind of situation these post-soviet countries have
in pension sector, the difference between monthly minimum cost of living and
minimum pension provision should be calculated.

Table 8 provides Difference between Monthly Minimum Cost of living and
Minimum pension provision.

Table 8
Difference between Monthly Minimum Cost of living and Minimum pension provision
C Difference between Monthly Minimum Cost of living and Minimum
ountry . L.
pension provision (USD)
Ukraine 5
Russian Federation 36
Belarus 0
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Compare to the minimum cost of living we can conclude that pensioner could
not survive only on the pension provision without any extra deposits that they
could save during their employment [7].

Analysing all data mentioned above we can make a conclusion that Ukraine
is suffering from the great economic recession not only in the pension system but
also in the general economic condition. The pension reform should only be imple-
mented after all three levels of pension systems have worked. The government is
planning to implement this reform during 2017, but the reform will be inefficient
due to the significant economic decline. In order to implement this reform effec-
tively the country should have at least two years of growing GDP, low rate of in-
flation, and equality between minimum cost of living and minimum pension pro-
vision. Only after stabilizing these indicators will the government be able to do
pension reform [8, 9].

Conclusion. A Ukrainian citizen relies completely on the government con-
cerning the pension provision, whereas the citizen of a developed country (in Eu-
rope or the United States) views the topic differently. For him, the state also plays
a big role, but it is equally important to accumulate money for retirement by him-
self.

All countries that we considered in this article have achieved some success
in the development of effective pension system. The analysis of the different pen-
sion models gives us an ability to suggest that in the current circumstances, the
most effective type of pension system is a mixed one. Only way to improve cur-
rent condition of pension system in Ukraine is to implement accumulative system
and non-governmental funds that will give a possibility for citizens not only rely
on the government but also accumulate their money by themselves.
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CraTTs nmpUCBsIUCHA aHAJI3y 3apyODKHOIO JIOCBITY IMEHCIIHOTO 3a0e3neucHHs. Y cTaT-
Ti CTaBUTHCS 3aBJAHHS PO3IJISIHYTH OCHOBHI ITOKa3HMKM NEHCIHHOI cuctemu. Y pesynbrari
aHaizy OyJiM BUSBIICHI CHJIBHI CTOPOHH MOENeH 3apyOiKHUX MeHciitHnx cucteM. Ocolmm-
Ba yBara 3BepTa€ThCsl Ha ChOTOJHIIIHIN CTaH MeHciiHoro 3ade3neyenHs B Ykpaini. Ha ocHo-
Bi IIPOBE/ICHOT'0 JIOCIIIKEHHS 0YJI0 3p00JICHO aKTyalbHi BUCHOBKH.

Kniouogi cnosa: neucitina cucmema, piseHv ingpaayii, pieeHb mpueaiocmi sHcummsl, NeHCilHi
BUNIAMU, MIHIMATLHULL NPOICUMKOBULL MIHIMYM.

CraTbs HOCBAIICHA aHAIHM3Y 3apyOekKHOrO OIbITa IEHCHOHHOTO odecrmedenus. B cra-
Th€ CTaBUTCA 33Ja4a PACCMOTPETh OCHOBHBIE MOKA3aTeIU NEHCUOHHOH cUcTeMBl. B pesyinb-
TaTe aHain3a ObUIM BBISIBJICHBI CHIIBHBIE CTOPOHBI MOJIENeH 3apyOeKHBIX TIEHCHOHHBIX CHC-
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teM. Ocoboe BHUMaHHE 06pan1aeTc>I Ha CETOoAHANIHCEC COCTOAHUC IICHCUOHHOTI'O obecreyeHus
B YKpaI/IHe. Ha ocHose MPOBCACHHOTO UCCICAOBAHUS ObLIH CACJIaHbl aKTYaJIbHbIC BBIBOABI.

Knrwuesnie cnosa: nencuonnas cucmema, ypoeetov qu)Jl}'ZLﬂAM, YypoeeHb I’lpOdOJl.?iCl/lmeJleOCWlu
IHCU3HU, NEHCUOHHbLE 6bINIAMDBbL, MUHUMATbHBIL I’lpOJfC‘umO’-lelﬁ MUHUMYM.
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