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AHomayis

Bcmyn. Y cmammi gusHaveHo coyianvHi nepedymosu neHciliHoi pedpopmu, a makoxc npiopumemHi HaANPSAMKU
pedpopmysaHHs1 neHciliHOI cucmemu Ykpainu. Ha nidcmasi 4020 8u3Ha4eHo, w0 OOHIEN i3 20/108HUX NPUYUH
peasizayii neHcitiHoi pegpopmu 6 Haw 4vac € 3anposadiceHHs1 0608°513Kk08020 HAKONUYYBA/IbHO20 NEHCIIHO20
3a6e3neyeHHs, de coyianvbHi nepedymosu gidieparome Kawu08y posb. Pozkpumo cymHicmes pe@opmysaHHs
nemciiiHoi cucmemu ma HeobxioHocmi if 3anposadiceHHs, a makoxc demozpagdiuHoi kKpusu, IKa onaHyeana Ykpaiuy.
Mema. ['on106Ha mema cmammi nossieae 8 00cAidxceHHI 8nau8y coyianbHUX nepedymoe HA CMAH ma po3eUumox
neHcitiHoi pegpopmu 8 YKkpaiHi.

Pe3zyaemamu. I[IpogedeHo aHaniz OUHAMIKU NOKA3HUKIB NEHCIllHO20 3a6e3nevyeHHss npomsizom Oii neMciliHoi
pedpopmu. A makoxc posaassHymo npupicm 3aliHamocmi HacesneHHs ma eaJosull eHympiwHill npodykm i
nidguuwjeHHs pieHs piHaHC08020 cmaHy neHciliHoi cucmemu YkpaiHu nicaa 3anpo8adiceHHs1 neHcitiHoi pedopmu.
Po3kpumo ocHOBHI npob.iemu 8iMYU3HSIHOI NeHCIliHOT cucmeMmu, a came: HU3bKUll pieeHb neHciii ma He3adoeibHull
¢inancosuii cmau IeHciiiHozo ¢poHdy Ykpainu. Y xo00i po6omu posaassHymo cucmemy neHciiiHozo 3a6e3neveHHs sK
ck/1ad080i vyacmuHu coyianbHoz20 3abe3neveHHs. Ha cywacHomy emani docaidxceHHs 3a3Ha4eHa mema €
Ha0d38u4atiHO AKMya/1bHOH.

Kamwouoei caosa: nexciliHa pedopma; neHciliHa cucmema; demozpagdiyuHa Kpusa; coyiasnbHe 3a6e3neyeHHs;
neMciiiHuil 8iK.
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SOCIAL BACKGROUND OF THE PENSION REFORM IN UKRAINE

Abstract

The article defines social conditions of the pension reform, as well as priority areas for reform of the pension system
of Ukraine. On this basis is determined that one of the main reasons of the implementation of the pension reform
nowadays is the introduction of mandatory funded pension provision, where social conditions play a key role. In the
article the essence of the reform of the pension system and the need for its implementation are determined, as well
as the demographic crisis that has engulfed Ukraine.

The aim of this article is to study the influence of the social background on the state and development of the pension
reform in Ukraine.

It was examined the analysis the dynamics of pension provision during the term of the pension reform and also the
growth of employment and gross domestic product. How was improved the financial condition of the pension system
of Ukraine after the introduction of the pension reform. The main problems of the pension system of Ukraine, namely
are the low level of pensions and the poor financial condition of the Pension Fund of Ukraine.

During the research the pension system was considered as an integral part of social security. At the present stage of
research this topic is extremely relevant and prevalent in our country.
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The relevance of the study

In a modern society, the pension system plays a significant social role and needs constant attention from the
state. Social welfare and quality of life largely depends on the level of income and pensions. As well as in other
countries, we know that the pension program is the largest program of the social insurance in Ukraine . In case of
Ukraine, we see that the pension system stays in poor conditions and needs further adjustments of the process of
the pension reform that includes the ease of the financial pressure on the Pension Fund of Ukraine through a
gradual transition towards strengthening the role of funded components of that reform (II and III level). This will
provide the proper level of wages replacement by pensions while mobilizing the long-term investment resources
needed to modernize our economy.

An important component of the welfare state is a system of social protection that provides an adequate level
of a material well-being of citizens. Drawing attention to the global trends in the social sphere, the government of
our country is aiming to achieve the retirement age citizens' leaving standards close to the international
standards.

Analysis of the recent researches and publications

The pension reforms features in developed countries examined in the works of P. Ball, D. Latulippe,
A. Albert, N. Borisenko, A. Ivanitskaya, N. Kalita, A. Kindratets and some others. The problem of pensions is
reflected in the scientific writings of many economists. An important contribution to the development of the
subject of pension system reforming's been added by A. Bakhmach, V. Grushko, P. Laptev, E. Libanova,
N. Tkachenko, S. George, B. Yurovsky.

The Aim of the research
The article aims to study the social conditions and the state of development of the pension reform in Ukraine.
The main material of the research

The pension system as a part of the social security system has a great importance for Ukraine that is an
independent democratic state with a market economy.

The pension reform in Ukraine is an indisputable fact. The relevance and necessity of its implementation
brings no doubts. In general, the reform of the pension system is a difficult and complex process that affects all
areas of the social and economic life of the country and remains one of the main problems of the national
economy for recent decades.

Its main goal is to provide a high enough standard of living for the citizens of retirement age. The social
factors in our country have not yet reached the worldwide standards. Therefore, the attention of many scientists
in the field of the social protection has been focused on discovering of the new ways to achieve a balance
between economic and social components of social development, which would help to avoid conflicts between
the economic development priorities and the principles of social justice [6, p. 21-22].

The key factors of pension reforms at present and in the long term perspective are three demographic trends:
— alow birthrate;

— anincrease of the duration of the educational period;
— anincrease in life expectancy [3, p. 163].

The first two trends lead to the reduction of actual workers, the latter numbers the population of retirees, and
together they become an objective factor that increases the pressure on the pension system.

As for trends in the ratio of the people of retirement age to the people of working age, they are negative
throughout the pension reform until 2040 [13, p. 108-109].

One of the benefits of the pension reform in our time is the mandatory funded pension insurance where the
social factors rather play a key role. Therefore, one of the basic institutions that provides a social protection of
the citizens is a pension insurance system. It provides restrictions for the negative impact of adverse events in
everyday life and helps in formation of pensions that would satisfy all the necessary needs of the citizens of
retirement age. Analyzing pensions in the European Union in recent years we see that they have been at the level
of 250 - 400 euros on average. In Ukraine at the beginning of 2013 the average size of the state pension
amounted to 1470,7 Hr. [11]. The statistics show that pension in Ukraine is noticeably less than in Europe.

The analysis shows that dynamics of pension growth is positive, although it hasn't got the European level yet.
(Figure 1)
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The source: made by the author.

Therefore, in the short term social conditions will continue to play a key role in the implementation of the
pension reform. After all, in order to participate in the integration of European processes, Ukraine must reach
the international standards in the social sphere by many indicators. Late retirement is very rational for both
social and economic reasons. Therefore, the retirement age is increasing almost everywhere in Europe. The
introduction of a gradually increasing path for the retirement age is particularly important for Ukraine, where
the actual retirement age is very low compared to other countries.

The pension system's reform in Ukraine is designed to change the balance of not only economic but also
social interests in the country, to strengthen incentives to work and to help in the legalization of earnings, to
encourage the insured persons to keep savings for their retirement, to diversify sources of funding pensions
through a combination of social insurance contributions as well as mandatory and voluntary savings [4].

Nowadays, the Ukrainian pension system has two the most significant problems, namely, a low level of
pensions and the poor financial conditions of the Pension Fund of Ukraine (see, Table 1). And, that's way,
Ukraine remains the only country among the former Soviet republics where the pension reform is not fully
formed and implemented.

Table 1. The dynamics of the indicators of the pension system during the term of the pension reform

(beginning of the year)

Indicator 2010 2011 2012 2013
Average retirement pension 1039,6 1156,0 1252,4 1464,3
Average wages (Hr) 2246,8 2639,2 3031,9 3235,1
Replacement rate 0,46 0,44 0,41 0,45
The cost of living for those who lost their 695 750 822 894
ability to work (Hr)
Ratio of average pension to cost of living 1,50 1,54 1,52 1,64

The source: compiled by the author according to the State Statistics Service of Ukraine

Analyzing the Table 1 data, we find out that all the indicators are significantly increasing, which is very
positive for both retirees and able-bodied people, but unfortunately, these figures do not improve people's lives.

As noted in the research study ,Demographic and Financial Preconditions of the Pension Reform in Ukraine:
Forecast - 2050”, the population's level of awareness about the pension reform remains critically low and
requires significant efforts from the government to conduct the effective information campaign. In addition, the
transition to the funded pension system causes the increase in the population expenses that leads to the
reducing of consumption, so the transition period needs to be regulated by the state [7].

The prognosis of the demographic situation and its impact on the pension system in Ukraine is not
encouraging: the number of contributors by 2050 will decrease by 25%, and the number of pension recipients
will increase by 8%. As statistics confirm, on 01 / 01 / 2013 there are about 13639000 retirees over the current
retirement age limit (26%) in Ukraine. By 2021 this number will increase to 29% and by 2050 - up to 38% of the
population. So, nowadays100 citizens who pay pension contributions count for 88 individuals who receive the
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pension, by 2025 there will be 100 pensioners per 100 contributors, and by 2050 the number will increase to
125 retired persons per 100 contributors [8].

This demographic pressure will reduce the value of an average pension compared to average wages from
40% to 33% by 2021, and to 28% by 2050 or will increase the subsidies from the state budget to cover the
»~demographic” deficit. And to cover the demographic burden by increasing the social contribution (which is
already too high), it should be increased from 35. 2% in 2010 to 50% by 2050 [9].

In order to prevent this negative trend the Verkhovna Rada of Ukraine on July 8, 2011 adopted a law ,On
measures to ensure the legislative reform of the pension system,” which raised the retirement age for women
from 55 to 60 years with an annual increase of it by 6 months starting from the September 1, also the retirement
age has been increased for men who serve as civil servants from 60 to 62 years [1].

Thus, the introduction of pension reform will reduce the cost of the current governmental expenditures and
will increase a funded system potential as a source for public investments in the economy. Therefore, a three-tier
pension system will improve the social standards and welfare of Ukrainians.

According to the State Statistics Service of Ukraine the cost of the pension system as a percentage of GDP in
2010 amounted to 16,3%, and is one of the highest in the world. In other countries this figure ranges from 5% to
14% (e. g., France - 13,5%, Germany - 10,2%, Russia - 9. 4%, the US - 4,9%) [9]. Looking at these figures, we
understand that Ukraine is an unambiguous ,leader” among other countries.

One of the manifestations and consequences of the current demographic crisis in Ukraine is usually named
the acceleration of the population aging and the corresponding increase in the ratio of the working age people
compared to those who are retired.

Among the alarming demographic trends we have to allocate a permanent increase in the proportion of older
people (65 years +) that is already prevails over the proportion of children (0-14 years) by 0,8%. The proportion
of people of retirement age in 1966 was 15,9%, and on 01 / 01 / 12 the figure has increased more than 1,5 times,
reaching 29,3% [5, p 23]. Figure 2 shows the forecast of contractors' flow on the labor market in Ukraine for
2005-2050 years.
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Fig. 2. The forecast of the contractors' flow on 2005-2050 (Input - output) in persons

Source: Status and prospects of the financial system in Ukraine. Data from the official site of the Financial Sector
Development Program (USAID / FINREP - 1I) [electronic resource]. - Access: http://www.finrep. kiev.ua/

According to the forecast of USAID, the flow of people who reach 20 years of age will rapidly decrease to
2020, then it will grow until 2029 and then it'll shrink again. At the same time, the forecast tells the flow of
people who reach the retirement age is to increase until 2015, from 2015 until 2025 it will decrease, then from
2025 to 2035 they will be small variations, and, finally, by 2044 it will reach its peak, and from that year it begins
to fall again. There is a trend of an ,aging nation,” and, therefore, the time comes when there are not enough of
the working age people to pay for the pensioners. In a nutshell, that won't be the required number of working-
age population, which would pay premiums of their salary sufficiently enough to ensure payment to the
pensioners. This will lead to further deregulation of the Pension Fund, increasing its burden. The introduction of
the pension reform is aiming to gradually reduce the pressure of the pension system on the economy and,
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consequently, on working people. Thus, the projected growth in the retirement age for women and men will
increase the number of employed persons and help the GDP growth making an impact on the financial state
pension system (Tab. 2).

Table 2. The increase of employment and GDP and the financial growth of the pension system in Ukraine
after the introduction of the pension reform

2021 p. | 2025 p. | 2031 p. | 2050 p.
The employment growth (mln)
0,5 \ 0,4 | 0,5 | 0,4
The employment growth and GDP (%)
2,4 | 2,3 | 2,5 | 2,5
Decrease in the number of people receiving pension (mln)
1,2 | 1,0 | 1,0 | 0,6
Decrease in the number of people receiving pension (%)
8,3 7,2 6,9 4,1
Increase in-line balance of the pension system (%)
10,7 | 9,5 | 9,4 | 6,6

Source: Svyenchitski M. Demographic and Financial Preconditions of the Pension Reform in Ukraine:Forecast-2050 /
M Svyenchitski, L. Tkachenko, ]. Chapko Kyyiv: Analytical and Advisory Centre Blue Ribbon 2010. - 72s

Analyzing the Table 2, we see that all the indicators except employment and GDP growth significantly
decrease. And as the experience of all countries shows, a financial independence and a decent standard of living
for pensioners can be only provided by a flexible, diversified pension system that combines all possible ways and
methods of financing. Given the recent economic and demographic trends, the World Bank recommends a model
of a multilevelled pension system built on five elements:

—  Zero level - a basic pension, which is guaranteed by the state to all citizens at the retirement age, regardless
of whether they worked or made contributions;

— Firstlevel - PAYG (pay-as-you-go) requires to contribute of all the workers and their employers; it funds the
pensions to the pensioners according to their insurance participation;

— Second level - a mandatory funded system where a part of mandatory pension contributions are paid, the
accumulated pension assets are invested to produce the investment returns and to protect the assets from
inflation;

—  Third level - a private non-state provision, based on the principles of voluntary participation of citizens and
employers in the formation of pension savings for the additional pension benefits;

— The informal level includes financial and non-financial support to older people within the family or
community.

This'll let to reduce the social impact of the current demographic problem, namely, the problem of Ukraine's
aging population; especially, when the increase in the birth rate in Ukraine is not expected. According to the
Institute of Demography and Social Studies a birth rate in Ukraine in 2050 will amount to 1. 6 child compared to
1,46 in 2008. At the same time, the average Ukrainian's life span will have a positive trend and is expected to be
71,0 years for men and 78,2 years for women by 2050 while life expectancy of men was 63 years, and of women
- 74 years in 2008 [2].

The justification of the level of retirement requires additional social studies, and can't be associated only with
life expectancy. In general, demographic prospects require a fundamental restructuring of the entire socio-
economic system, adaptation for the society and economy to the peculiarities of the ,old” population, where the
number of users exceeds the number of economically active population. With the rapid onset of the aging
population the social protection of elderly people has to become one of the main areas of social investments, and
their scope and organization - an integral part of the economic system [12].

Conclusions

During the review of the social conditions of the pension reform in Ukraine, we decided that the pension
system as a part of the social security is inefficient and has to be reformed. Currently, it operates in only two of
three levels: the first - PAYG and the third - the private pension system, the second level is planned to be
implemented in the coming years. The practice shows that there is a close relationship between an economic
development and a social support. So, in order to overcome the drawbacks of the pension system, we have at
first to create the conditions for a stable market development. It would be better to carry out all reforms
gradually and in parallel.

The pension system's reform in its further perspective, firstly, weakens the impact of demographic problems
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on the pension system, and secondly, the increasing retirement age reduces the pressure on the pension
contributors. Of course, the pension reform will get a positive result only under conditions of creating a proper
labour activity environment realization through the job creation, modernization of production, reducing the tax
burden on businesses; through the improvement of health system, work safety, and so on. After studying the
subject, unfortunately, we can say that at this moment, the pension reform in terms of its diversification has

failed.
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