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EFFECTIVE FOREIGN EXPERIENCE IMPLEMENTATION
OF NON-STATE PENSION INSURANCE IN UKRAINE

AHomauyisi. PecpbopmyBaHHSI NEHCINHMX CUCTEM Y BCbOMY CBITi BUKIMKAHO TUM, LLO HEOO-
XioHO 36anaHcyBaTu BUTpPATW Ha couianbHy nigTpumky ntogen. Lli Butpaty 3pocTtatoTb
He3anexHo BiadiHaHCOBUX MOXIMBOCTEN KpaiHW. YkpaiHa, sk i pewTa kpaiH €sponu,
CTOITb Nepea KpM30K CUCTEMU OEepXKaBHOro NeHcinHoro 3abesneyeHHs. Baxnuesum ene-
MEHTOM MEHCINHOI CUCTEMU € HeAepKaBHe MEHCIiHe CTpaxyBaHHS.

Y cTaTTi NpoaHanisoBaHo Cy4YacHWi cTaH, mogeni, PyHKUiOHYBaHHS Ta ePeKTUBHICTb He-
Oep>XaBHOro NeHCinHoro 3abesneyeHHs pi3HOX KpaiH. MMpoBegeHun NnocnigoBHWUIA aHania
3apyObiXKHOI MPaKTUKN He4EepP>KaBHOIo MEHCIMHOIO CTpaxyBaHHS, JO3BOMMB CTPYKTypyBaTu
NMUTaHHA NEHCINHOrO CTpaxyBaHHA ANSA BCTAHOBIEHHS B3aEMO3B'A3KY MK HUMM, @ TaKoX
BM3HAYeHHS NOCNIAOBHOCTI iX pilleHHs. [JocnigXeHo MpoBigHI acnekTy po3BUTKY BiTYM3-
HAHOrO HeJepXXaBHOMO MEHCINHOrO CTpaxyBaHHSA B PO3pi3i OCHOBHOI (hOpMM 40AATKOBOIO
CTpaxyBaHHs neHcin. Mig yac aHaniTMYHOI poboTK PO3rMsAHYTO YOTMPKU MOAENi NEHCIAHO-
ro CTpaxyBaHHS B CBiTi, BU3Ha4eHO iXx 0cobnmBoCTi Ha KrnacudikauinHin OCHOBI, a TakoxX
KOHKPEeTM30BaHO NepCrnekT1BM NigHECEHHSA Hedep>KaBHOro MEHCIMHOro cTpaxyBaHHs. Ak-
LEHTOBAHO yBary Ha HasiBHOCTiI NMEBHMX OCOBMNMBOCTEN Yy KOXHOI 3 Ail04MX CBITOBUX MEH-
CiHMX mogenen. MNMuTaHHs neHcinHoro 3abesneyvyeHHs NOCUMETHCS 3 KOXHUM POKOM: Y
Hanonwkyi 30 pokiB y KpaiHi BABIYi 30iNbWNTLCA KiNbKICTb NEHCIOHEPIB, TOMY AepxaBa
MOXe nocTaTtu nepen gunemoto: abo nigBuWUTY BigpaxyBaHHs 3 doHay onnatu npawi,
abo 3MEeHLMTN Po3MiIp i KinbKiCTb NeHcin. HeobxigHo nepexoanTn Ao obnikoBoro meToay,
WO BUKMOYaTMMe NOTEHLIVHI MaHinynioBaHHA, 30KkpemMa, fkun 6asyBaTtumeTbes, Bigno-
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BiQHO 00 MiXXHAPOAHOI NPaKTUKWM, Ha OBYMCMEHHI LIHHOCTI OAMHMLI NEHCIMHUX BHECKIB.
MponoHyeTbCs 36iNbLIEHHS NPO30POCTi METOAY OLHIOBAHHS BapTOCTi aKTUBIB.
AKLEHTOBaHO yBary Ha HeoOXigHOCTI po3rnagy NUTaHHs pedopMyBaHHS 4ito40i cuctemm
HefepXaBHOro NEHCIMHOrO CTpaxyBaHHA Ta MOLUYKY pes3ynbTaTUBHWUX iHCTPYMEHTIB AnS
3abe3neyeHHs HagiHOi Ta CTabinbHOI OCHOBM MeEHCIHUX hoHaiB. 3a pesynbTaTtammu
npoBeAeHOro AoChigXeHHS, BCTaHOBMEHO 3aBOaHHS, 3@ YMOB BUKOHAHHSA SIKMX CTPaxoBi
KOMNaHii 3i CTpaxyBaHHS XUTTA MalOTb MOXIUBICTb BUKOPUCTOBYBATW NEPCNEKTUBU PO3-
BWTKY Ta MOXIMBICTb NOCICTU NPOBIAHMI Wabenb Ha PUHKY HagaHHA NoCnyr i3 HeaepXxa-
BHOIO MEHCINHOro CTpaxyBaHHS.

Knro4oei cnoea:HepepaBHe neHciiHe 3abesneyeHHsl, HeAepXKaBHe MeHCIiHE cTpaxy-
BaHHS, MEHCiNHa cuctemMa, MoAeni NeHcinHoro 3abesneyvyeHHs, HakonuyyBasnbHa MeHcis,
CTpaxoBi KOMMaHii, aHyiteTu.

Abstract.The reform of pension systems worldwide is driven by the need to balance the
costs of social support for people. These costs increase regardless of the country’s financial
capacity. Ukraine, like the rest of Europe, is facing a crisis in the state pension system. An
important element of the pension system is non-state pension insurance. The article analyzes
the current state, models, implementation and effectiveness of the non-state pension system
of different countries. Conducted consistent analysis of the foreign experience of non-state
pension insurance allowed to structure the problems of pension insurance to establish the
relationship between them and to determine the sequence of their solution. It was considered
the main aspects of the development of non-state pension insurance in Ukraine as the main
form of supplementary pension insurance. In the course of the research, four models of
pension insurance in the world were considered, their features were determined on a
classification basis, and also were determined the prospects for the development of the non-
state pension insurance. Emphasis is placed on the presence of certain features in each of
the current global pension models. The problem of pension provision is exacerbated every
year: in the next 30 yearsin the country will double the number of pensioners, so the state
may face a dilemma: either increase deductions from the payroll or reduce the number of
pensions. A method of accounting that excludes the possibility of manipulation should be
adopted.For example, the one which is based on the calculation of the value of the pension
contribution unit used in international practice. The method of valuation of assets should also
become more transparent.

It is necessary to consider reforming the current system of non-state pension insurance
and finding effective tools for ensuring a stable and reliable source of pension funds. As a
result of the conducted research, there were set the tasks to determine under which
conditions life insurance insurers have the opportunities to use the prospects of
development and the opportunity to take a leading role in the market of services provision
for non-state pension insurance.

Keywords: non-state pension provision, non-state pension insurance, pension system,
models of pension provision, cumulative pension, insurance companies, and annuities.

JEL codes: B26; D38; D53; E21; J26

Target setting. One of the most important tasks at the present stage of the socio-
economic development of Ukraine is the provision of pensions to citizens worldwide.
Despite more than a decade of reforming, it is impossible to speak of providing a
decent old age for Ukrainians. The aging of the nation increases the number of
pensioners and makes it impossible to increase the further level of state pension
provision. The functioning of the third level of the pension system — the non-state
pension system — can and should be a way out of the current situation.

Actual scientific researches and issues analysis. Scientific works that are
devoted to researching the functioning of non-state pension provision include
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Govorushko T., Acharkan V., Didkovskaya T., Miroshnichenko I., Nadienko O.,
Daniliuk O., Shulgi V., Kazarenko L., Tretyak D., as well as other authors [1-8].
Scientists stress problems of state social programs of pension provision and questions
of the importance reforming of the pension system of Ukraine. At the same time,
some ways to solve this scientific and practical problem remain insufficiently
disclosed; in particular, there is an objective need to deepen the theoretical
foundations of the world pension models’ study, in order to form an effective model
of private pension insurance in Ukraine.The lack of study of this issue is led the
choice of research topic.

Research methods. Basic research, scientific work and practical work of leading
domestic and foreign scientists and practitioners are the theoretical and
methodological basis for writing the article. The article uses general and special
research methods, in particular: the method of theoretical generalization was used for
clarifying the conceptual apparatus and formation of world experience; the method of
logic, analysis and synthesis was used for studying the relationship between different
models of pension insurance in the world.

Uninvestigated parts of general matters defining. The Pension Fund of Ukraine’s
budget deficit has grown steadily in recent years due to the influence of demographic and
other socio-economic factors. This has become a decisive argument for the need to
reform the country’s pension system and move from solidarity to a three-tier pension
system. Scientists pay constant attention to the problems of the development of non-state
pension provision. They always develop a theoretical and methodological basis for their
functioning. But despite that, the issues of development of the life insurance market in the
terms of pension reform are always relevant due to a significant number of innovations
related to the organization of this level of the pension system, and still sufficient to a
degree, have not been reflected in the scientific literature.

The research objective. The main purpose of this work is to analyze the pension
systems of different countries of the world and the directions and possibilities of
implementation of foreign experience in Ukraine. Also to clarify the role of
cumulative pension insurance in the system of social protection of the population, and
therefore to study the prospects of introducing an effective system of non-state
pension insurance in the domestic space. Nowadays, improvements in pension
systems are often associated with an increase in the role of the cumulative principle in
the provision of pensions. This tendency is characteristic of most countries of the
world, and, in particular, Ukraine.

The statement of main materials.Non-state pension insurance in our country is
in the process of its formation, and the pension system of Ukraine is at the stage of
reform. Therefore, there is a need to study the foreign experience of non-state pension
insurance with its possible introduction in our country. The reform of pension
systems worldwide is driven by the need to balance the costs of social support for
people. These costs increase regardless of the country’s financial capacity. Ukraine,
like the rest of Europe, is facing a crisis in the state pension system. An important
element of the pension system is non-state pension insurance. It is this part of the
pension system of advanced economies that forms the basis of the retirement income
of the population. In the OECD countries, the non-government pension insurance
system provides between 30 and 60 % of the replacement rate. A cumulative pension
system is lacking demographic factors, provides freedom of choice for its participants
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and provides for the differentiation of pension amounts depending on wages and
savings efficiency. In countries with developed financial markets, non-state pension
insurance is of great importance, since private investor-oriented private equity
accounts for 10-20 % of GDP and the proportion of households with savings in
various forms of collective investment is 50 % [1].

In countries with developed It should be noted that in the world practice there is
increasing use of a multi-level pension system, which has three components:

— solidarity (first level),

— compulsory cumulative (second level),

— additional or voluntary cumulative (third level)markets, non-state pension
insurance is of great importance since private investor-oriented private equity
accounts for 10-20 % of GDP and the proportion of households with savings in
various forms of collective investment is 50 %.

This combination ensures the social guarantees and financial stability of the
pension system. Because solidarity and cumulative systems are subject to the effects
of various risks: the first is vulnerable to demographic risks and sufficiently resistant
to inflation, and the second — on the contrary. Also, in times of crisis, savings can be
impaired by the revaluation of the market value of securities. The members of the
funded pension system are defenseless against «market risk» and inflation. As the
population ages, the ratio of healthy and retired people changes. The total deductions
become insufficient to maintain the level of pensions. Thus, their size is reduced due
to the «delayed» indexation and the replacement rate (the ratio of the size of the
pension to the wages level) is reduced. There is also a risk of «political populism»
when pensions are allocated or increased without identifying the sources of their
long-term funding [2].

Looking at the experience of other countries, we can see that there are some
differences in the pension systems of different countries. These features are related to
the structure of countries, the historical development of countries, and most
importantly, the mentality of citizens. However, all pension systems have a common
purpose. Particularly, protection against poverty; providing income upon completion
of employment, the amount of which is usually in proportion to the level of earnings
paid immediately before retirement; protecting this income from the decline in real
living standards due to inflation.

The first-tier pension systems in advanced economies have basic distribution
systems with a replacement ratio (the ratio of the size of the pension to previously
earned earnings) of 60-70 %. In particular, in the EU countries, only the UK,
Denmark and the Netherlands had additional cumulative schemes at the beginning of
the century. Most EU countries also use state subsidies to finance the pension system.

The current world experience shows that there are different models of pension
systems. And what is important, models that are built on a «distributive» or
«cumulative» basis in its pure form are extremely rare. The pension systems of most
countries include various social security institutions: government social security,
personal pension insurance, compulsory social insurance, and more. Among
themselves, these institutions vary by which one of these institutions dominates.
Pension systems that have historically been formed in different countries are
classified on many grounds. Given the priority areas, there are several models of
retirement insurance in the world:
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» American model,

* German model,

* Japanese model,

* Chilean model.

The American model is also called cumulative-solidarity because the system consists
of three levels: state insurance under cumulative and distribution schemes, private
insurance under various pension plans and in the form of voluntary contributions by
insurance companies and NPFs. The American model is used in the US, Latin America,
and Portugal. In the US model, the focus is on non-state pension insurance, and state
insurance has a secondary role. The largest public pension system in the United States
(the so-called General Federal Program — Social Security), covering almost all
employees in the private sector of the economy, is built on a distributive principle. The
program has been operating under the Social Security Act since 1935. Funds of SFTs
cannot be used for any purpose other than those prescribed by law. In particular,
investment in funds can be made only in government securities. Thus, in the second half
of the 1990s, the share of investment income in the total income of PFI funds amounted
to about 9.5 %. However, on the whole, the main US state pension system is performing
primarily a social function rather than an investment. For non-state pension insurance,
personal retirement accounts (IRAs) have become widespread in the United States. IRAs
are opened at an insurance company with an annual contribution of $ 2,000, funds cannot
be deducted from the account until the insured person reaches 59.5 years of age, and upon
reaching 79.5 years the account is closed. A personal account can be opened from birth
and is not taxable. Over the past 10 years, IRA accumulations have increased from $
1347 to $ 3572 billion. This shows their popularity. Another option for retirement
insurance is annuities — an annual rent in the form of insurance payments from a life
insurance company. Annuities for the period from 2003 to 2013 increased from $ 1359 to
$ 2854 billion [3].

The next system that should be noted is the German model, it is often called
distribution-cumulative. It is a three-tier system that is used not only in Germany but also
in Austria, Italy, France, Belgium, Greece, Sweden, and other European countries.

The first level of pension protection is the «mandatory system», built on a
solidarity basis: the employer and the employee contribute equally to the Pension
Fund (20,3 %). The level of pension amounts to 60 % of the salary (E.A. Surikov)
[4, p. 61].The second level includes corporate pension provision through voluntary
deductions from employers [4]; to the third, non-state voluntary pension programs as
an alternative source of additional pension payments. At the same time, the role of the
state is to stimulate private pension savings through tax breaks and transfers to NPFs.
Non-state pension insurance in Germany is voluntary. Regulation is carried out by
special legislation in the following organizational and legal forms: the pension system
of enterprises, where pension assets are not separated from own funds; and a system
where retirement assets are not separated from the enterprise’s own funds and
management is vested in an independent pension organization or insurance company.
Because pension insurance occurs at the level of an individual organization, there is
an established dependence between the size of the pension and the term of work in
the company. Life insurance contributions for more than 8 years are excluded from
the cumulative taxable income.
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The popularity of private insurance in Germany is steadily increasing, with all
social groups taking part in it. The fact is that the Germans trust the banks and they
like independence from the government’s social programs. The amount of deductions
is the matter of the payer alone. The pension insurance contract is concluded directly
with the bank. Payments may be made both from the date of retirement and for the
period stipulated in the contract. Some payments can be made to family members. In
the case of private insurance, all-cash returns are repaid with interest [3].Credit
organizations develop and offer various savings programs to employers and
individuals. The employee may join the employer program or participate directly in
the capital of the enterprise. All banks have non-state pension funds.

The Japanese model is conditionally cumulative, which is theoretically solidarity,
but de facto cumulative, where the state performs the functions of the NPF. Japan’s
current pension system has two main levels. The first level is the basic pensions to
which all residents of the country are entitled, and which are divided into old-age
pensions (in case subject is at the age of 65 and has insurance cover) or the invalidity
and loss of the breadwinner. In addition to basic wages, workers receive state and
occupational pensions (second level).

Chilean model — is cumulative. In 1980, a pension reform began in Chile,
resulting in the creation of a new pension system based on the mandatory deduction
of pension contributions to personal accounts and the private management of funds.
Formed in Chile, the pension system is two-tier and also is fully funded. The first
level — accumulative, is formed at the expense of obligatory contributions (10 %) to
the managing NPF of the company where the worker has a registered retirement
account. This pension system is considered to be one of the most innovative pension
systems in the world and the experience of which is used by different countries [5].

World experience shows that in an open economy, where wages are adjusted
according to the demand for a certain type of workers, it is advisable to abandon
many of the currently existing categories of occupations eligible for preferential
retirement benefits. Many Central and Eastern European countries have already done
that. Moreover, the priority is to ensure the financing of occupational pensions by
removing them from Level I. The second and third priorities, respectively, are finding
«non-retirement» mechanisms to improve working conditions and reduce the impact
of harmful factors, as well as the elimination of privileged pensions in harmless
occupations.

Nowadays, Ukraine remains the only country among the post-Soviet countries
where comprehensive pension reform has not been formed or implemented. Thus,
there is a need to explore ways how the world’s pension systems were reformed. In
general, the world experience shows us two ways of introducing supplementary
pension insurance. In the first case, the employee self-insured with a private pension
fund and pays contributions to the fund from his or her income. In the second case,
the employee is insured at the enterprise, and contributions to the relevant pension
fund for the benefit of the insured workers are paid by the employer in appropriate
portions of the employees’ wages and income.

In general, the world practice shows that the first option is less effective because
citizens regularly pay or stop paying their pension contributions because they have
family needs that are spent on family income, or family income is significantly
reduced and to pay for the pension insurance has left no money. Therefore, in this
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article, we consider it necessary to draw attention to the experience of the countries
that are focusing on the use of the second form of private pension insurance. In these
systems, deductions from employees ’wages (by contract) to pension funds (to
employees accounts) are made by the enterprise (employer) and the employee
receives wages with deduction of pension insurance contributions.

This form of non-government insurance is widespread in France, the USA, Spain,
Canada, the United Kingdom and Germany. For example, in France, supplementary
corporate pension insurance is required by law to be mandatory and should be
included in collective agreements. In France, this form of insurance covers 100 % of
all employees. In other countries, the percentage of employees involved in this type
of insurance is slightly lower. In the UK, these systems account for about 50 percent
of the company. In the UK, employers can either pay contributions to an insurance
company or set up their own pension fund. Corporate plans cover more than 50 % of
employees, with a total pension contribution of around £ 10 billion a year. The
provision of pension is encouraged by the UK Government.

For this reason, they are used personal retirement plans instead of corporate
retirement plans. Citizens who have signed a supplementary pension insurance
contract have the opportunity to reduce their social security contributions. Also, the
government has introduced tax incentives to encourage non-state pension insurance.
Personal pensions are formed regardless of the employer. The employee individually
accumulates a future pension in the insurance company. Payment schemes are applied
when the pension is equal to the portion of the last year’s annual income for the year
of participation, and with the defined contribution when the pension depends on the
individual account formed and the annuity rate. In the first case, the investment risk is
taken by the employer, in the second case — by employees [6].

In Canada, businesses have collective retirement plans that provide insurance for
workers and employers. Conditions for attracting long money in the investment
process are created by the cumulative reserve formation system, which provides a
high level of social protection and a significant increase in savings. In Austria,
Switzerland, employer-funded pension systems are compulsory [7].

Non-state pension insurance in the Netherlands is widespread through insurance
companies; it is created based on collective agreements or the initiative of employers.
If Canada and Canada cover 60—100 percent of workers, then in Spain and Sweden
they cover a small number of enterprises and employees. The popularity of this form
of non-state pension insurance depends on the size of the basic pension, on the
purchasing power of the national currency, on the financial burden, on the mandatory
pension insurance system and the state budget including the payment of social
pensions and assistance to low-income pensioners in comparison with the existing
standards of living in the country [6].

The introduction of supplementary pension insurance at the enterprise requires
appropriate organizational and legal support, development of legislative and
regulatory documents that would regulate all issues of such pension provision. In our
opinion, the obligation of pension insurance should be regulated the same as in
France. Because the current pension insurance system is unable to provide a decent
standard of living.It should take some steps to implement these changes.

First, the legislation should stipulate that supplementary pension is mandatory for
the employer, this means that employers of all branches of the production sector,
regardless of ownership, must implement such pension at the enterprise.
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Secondly, the basis for the organization of supplementary pension insurance must
be the obligation to enter into an enterprise contract for additional pension insurance
between the employee and the employer.

Third, contributions should not be paid to the Pension Fund of Ukraine. Insurers
should also be unlimited in choosing the company to invest in retirement insurance.
But in turn, the state must guarantee the reliability of participants in the market for
non-state pension insurance [7].

An important part of regulating the implementation of supplementary non-state
pension insurance is determining the optimal contribution rate. World practice
emphasizes that the contribution rate should be optimal to provide an additional pension
of 20-25 % of the salary subject to insurance, with an insurance period of 20 years and a
term of receiving this pension for 10 years monthly. Typically, to ensure this level of
payments, insurance premiums should be approximately 6—10 % per month. The ratio of
these percentages should be set based on their total size. Based on what we have today, it
is appropriate that a smaller percentage should be paid at the expense of the employee
and a larger one at the expense of the employer. For example, for 6 % of the deductions,
the distribution of obligations can look like this: 2 % is paid from the employee’s wages
and the other 4 % is paid by the employer. The practice of developing a non-state pension
insurance system shows that in the United States, at a pension contribution rate of 12 %,
the average state pension is 40 % of the average wage, in Germany 19 % is the rate and
50 % is the pension. The European Union’s transition to new pension systems envisages
a reduction of 84 % of the solidarity system’s pension payments by 20 %, an increase in
the cumulative part from 12 to 29 % and a threefold increase in the share of non-state
pension insurance up to 4,5 % [§].

Conclusions. The formation of an effective national private pension system in
Ukraine is an extremely difficult task from both a technical and a political point of
view. Analyzing the global models of pension insurance, we can conclude that there
is no system that satisfies everyone. The choice of pension system depends on the
demographic situation of the country, its economic development and the development
of its financial market, the current state of the pension system, the historical
development of the country and the mentality of its citizens. Accordingly, different
decisions have been made in different parts of the world regarding the development
of the pension system and private pension insurance.

The authors note that a very successful approach is when the state assumes
responsibility for maintaining the minimum income of all citizens and at the same
time maximally stimulates the development of various forms of non-state insurance in
order to save life, health and increase their income.

Summarizing, we can distinguish the main features of pension insurance systems
in foreign countries:

— Coexistence of state and non-state pension insurance systems, which complement
each other and ensure a sufficient level of payments to citizens after retirement;

— Control over the activity of non-state pension funds by the state;

— Tax incentives are provided in most countries for voluntarily investing their
funds into non-state pension funds;

— Low asset management rates for management companies.

However, the research proves that the goal of the prospect of introducing an
effective system of private pension insurance in the domestic space has not yet been
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achieved. The constant crisis of Ukraine’s economy does not allow us to predict rapid
positive changes in the pension system of our country. Implementation of the main
goal of the reform — the introduction of an effective system of private pension
insurance in the domestic space — has been failed.

As we can see, non-state pension insurance models differ significantly from the
Ukrainian one. In addition, these models have been operating for more than a century,
and therefore, Ukraine has every opportunity to emulate its counterparts, learn more
valuable experience and use existing achievements, thus making it possible to
formulate its pension insurance system more optimal and convenient for both the state
and the people of Ukraine.

The article provides a theoretical generalization and offers a review of world
models for solving an urgent scientific problem, important in terms of the
effectiveness of the introduction of foreign experience in the private pension
insurance in Ukraine. It consists in substantiation of world models of pension
insurance and research the pension protection’s practice of the population in the
countries of the world.

As a result, accumulation of theoretical knowledge about the features of different
countries’ pension insurance systems and the use of positive practical aspects will
help to formulate an effective non-state pension insurance system on the Ukrainian
market and its effective functioning in future.
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