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Liliya Barannyk (Ukraine)

THE IMPACT

OF GLOBALIZATION
CHALLENGES ON PENSION
PROVISION DEVELOPMENT

Abstract

The article analyzes pension provision development in the world and the problems
of its implementation under the globalization challenges. The main reasons for con-
sidering pension provision as a global problem are specified. It is noted that the nega-
tive manifestations of globalization are inherent in the Ukrainian practice of pension
provision. The purpose of the paper is to study the world’s experience in reforming
national pension systems under increasing global negative trends. The research was
conducted using the methods of scientific knowledge: comparison and generalization -
to establish the essential differences in approaches to the globalization processes study-
ing; analysis and synthesis - to identify regularities in economic development and their
determination of social consequences; historical and logical, as well as statistical meth-
ods. The article considers some countries’ experience in improving the practice of pen-
sion provision. It was established that pension reform was aimed at making the pen-
sion age most upon the individual achievements of an employee (pension insurance
record, salary, deductions, other personal preferences). In most developed countries,
pension funds are provided from three sources: state pension funds, corporate sector
pensions and individual pensions received under a contract of personal voluntary pen-
sion accumulative insurance. Further development of the pension system in Ukraine
should be provided due to the introduction of its second level. As a result of the study,
it was found out that global challenges are problems that hinder the normal course of
human development. They make a particular negative impact on pension provision.
The search for methods to neutralize or mitigate the effects of global challenges has led
many countries to introduce a three-tier pension system that involves funding from
various sources.

Keywords globalization, trends, ageing of population, economic
decline, pension burden, pension reform, three-tier
pension system

JEL Classification  Fo1, F20, H55,]11

INTRODUCTION

The interest of scientists, politicians, and the public to the problems of
pension provision both in the world and in Ukraine, is not accidental.
It is attributed to a number of factors, including the growing trend of
the modern society ageing; disproportion between economically ac-
tive population and pensioners; unemployment, inefficient models of
social protection for elderly people, highly active labor migration; eco-
nomic downturns; an increase in local/global dichotomy uncertain-
ty, which complicates the reforming national pension systems. These
trends are global in nature and affect more or less all countries of the
world. They have a negative impact, first of all, on the systems of so-
cial protection of the population in substantially all civilized states,
especially on the pension provision for citizens. The way out of this
situation was initially the practice of financing pensions and other
social guarantees at the expense of state budgets. However, this ap-
proach does not work in favor of long-term sustainable development.
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Currently, in most developed countries, an affordable model of pension provision is a three-tier pension
system, based on several forms of pension payment financing. World experience suggests that after the
introduction of such a system, some countries have made significant advances in the pension provision
for their citizens, despite global challenges.

This experience is extremely useful for countries in transition, including Ukraine, which creates its own
pension system, and where 30% of the country’s population are retired. Ukraine is not isolated from
globalization processes and is influenced by the same way as other countries. However, ageing of the
population is not supported by significant changes in solving problems such as low fertility, labor out-
flows, and high mortality in working age, etc.

Unfortunately, the problem of poor pension provision is compounded by the internal political and eco-
nomic crisis and the military conflict of geopolitical nature. Consequently, these points indicate the

relevance of the studying the globalization trends impact on the effective pension provision.

1. LITERATURE REVIEW

Among the major research on the pension provi-
sion development the works of scientists for differ-
ent periods should be noted. A classic of the genre
is undoubtedly the report of the Rome Club scien-
tists titled “Borders of Growth” and other works
aimed at solving current problems by developing
a new direction in their study, known as global
modeling (Meadows et al., 1972).

Under the globalization challenges influence,
many works are devoted to the functioning
of pension systems in different countries. So,
Whitehouse collected and systematized data on
pension systems operating in 53 countries of the
world (Whitehouse, 2008). Kotlikoff and Burns
(2005) analyzed the deep structural deficiencies of
modern pension provision systems in developed
countries. By the sample of the United States, the
authors show that in this one country alone, the
fiscal gap - the difference between planned ex-
penditures and government revenues — exceeds 51
trillion dollars. It threatens to cause not only great
difficulties in providing a life worth living for se-
nior citizens, but also a severe crisis of the interna-
tional financial system, which will affect all coun-
tries without exception. The authors suggest a set
of political measures that will, if not prevent the
coming storm, at least mitigate its impact, as well
as provide recommendations to ordinary citizens
on the preservation of personal savings in a virtu-
ally inevitable financial crisis (Kotlikoft & Burns,
2005). The works of the famous American sociolo-
gist, Kohli, are devoted to the pension provision in

European countries in the second half of the 20"
century (Kohli, 1986a, 1986b, 1987, 2007; Jacobs et
al., 1991; Kohli & Arza, 2011).

The development of pension issues in many sci-
entific studies is closely linked with the analysis
of political and globalization processes (Pension
Reform in Europe, n.d.). Gugushvili in his mono-
graph summarizes the experience of the formation
and development of pension systems in 23 coun-
tries of Central and Eastern Europe, the indepen-
dent states that arose in the territory of the former
USSR in 1989-1997. The author concluded that in
these countries, economic indicators, change in de-
mographic background, internal political struggle,
and external influence became the main reasons
for the transformation of pension system models.

Surhone, Russell, Kaplan, and Hannon exam-
ined the legislative basis of pension provision in
China, India, Brazil, and described the investment
processes of pension savings, the relationship be-
tween enterprises and trade unions, considered
the mechanisms that allowed pension systems to
survive economic cataclysms (Akbulatov, 2013).

Issues of pension provision in the context of social
and economic development of Ukraine after gain-
ing state sovereignty are researched in the works
of domestic scientists and practitioners, namely
Vasilik, Zaychuk, Libanova, Lunina, Makarova,
Nadtochii, Polozenko, Rippa, Skurativskyi,
Tkachenko, Tolubiak, Tropina, Chugunov, Yurii,
Yakymova and others. It is worth noting a number
of authors and their work.
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Rippa is among the scientists who are successful-
ly working in the context of the designated topics
and whose research is devoted to public pension
system in Ukraine and foreign experience in pen-
sion systems modernization, including the pro-
cesses of reforming pension systems in countries
with developed and transition economies, existing
and future models of combined pension systems:
modernized solidary, cumulative and private, that
are more financially stable under the demographic
and economic changes (Rippa, 2007, 2017).

Of particular interest is the article by Kukuruza,
who analyzed the background to the emergence of
a pension collapse in Ukraine, the origins of com-
mon myths and causes of dissatisfaction of the
population, and also examined the issues of social
security in the context of the country’s macroeco-
nomic indicators (Kukuruza, 2016).

Tkachenko, the leading researcher at the Institute
of Demography and Social Studies named after
Ptukha of the National Academy of Sciences of
Ukraine considers the pension provision in the
context of both internal and external challenges
for many years (Tkachenko, 2016, 2017).

Paying due attention to the contribution of the
mentioned scientists to the problem, we note that
under the dynamic globalization processes it is dif-
ficult to solve the problem of the pension provision
financing, therefore pension schemes are often re-
viewed. The solution of the problem often consists
in the implementation of a complex of reforms.

2. METHODS

The research is based on the methodology of the
post non-classical paradigm as a definite general
scientific global picture using the methods of sci-
entific knowledge: comparison, generalization -
when establishing the essential differences in ap-
proaches to the study of globalization processes;
coordination; analysis and synthesis - in identi-
fying trends and regularities in economic devel-
opment and their determination of social conse-
quences; methods of scientific proof: deduction
and induction - to formulate conclusions; the
method of logical and historical approach - to
draw temporary and spatial parallels.
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This approach allows us to consider the society,
its individual forms of organization, in particu-
lar pension provision, as an open non-equilibri-
um system that, under the influence of negative
global trends, can rebuild its organization in such
a way that its further development will become
successful.

The purpose of the paper is to study the experience
of different countries in reforming national pen-
sion systems under the strengthening of negative
globalization tendencies and to substantiate pro-
posals on modernization of the pension system in
Ukraine. In order to achieve this purpose, the ar-
ticle provides for the following tasks: to analyze
and systematize the experience of some countries
in improving the practice of pension provision, to
establish the most acceptable elements of foreign
pension reforms for Ukraine, and to formulate
proposals on the main ways of the pension system
further development.

3. RESULTS

Pension systems began to appear massively in
Europe and its colonies in the late 19" - early
20" centuries. Historically, the first publicly-or-
ganized pension system (hereinafter referred to
as PS) was introduced in Germany. In 1889, the
Reichstag adopted a law on retirement benefits ac-
cording to age or disability. Soon, other European
countries introduced old-age insurance and
passed a number of laws on social protection of
the population (Antropov, 2006; Tserkasevich,
2002). At that time, the revolutionary events in
the countries of Western Europe in the second
half of the 19" century were the impetus of social
reforms. In some countries, insurance was called
“in case of illness”, and health laws were adopted
separately in different regions. Social insurance,
8-hour working day, paid leave, extended trade
union rights, etc. were introduced. A character-
istic feature of the German approach was that so-
cial insurance was compulsory and based on con-
tributions paid by both employers and workers.
The German system was based on the previous
practice of voluntary mutual funds, organized
by guilds and labor unions. The pension rights
in the new system were based on previously paid
contributions.



Denmark (1891) and New Zealand (1898) intro-
duced a “system of retirement” focused on target-
ed assistance to the poor, it was funded by general
tax fees, provided for a scrutiny of needs and it
guaranteed insignificant levels of payments. These
pension systems are more likely to derive from
traditional laws on the poor (Haidar, 2004). The
system of pension insurance was introduced as a
mechanism that guarantees substantive possibil-
ity in case of living into the non-working age.

In the first half of the 20" century, many coun-
tries have created national pension systems based
on the principle of solidarity between generations,
and in the second half of the 20" century they also
passed the laws on the minimum guaranteed in-
come. Despite all this, the civilized world still tries
to organize the system of social protection of the
elderly properly, though the reasons are already
hidden in another.

First of all, these are negative demographic pro-
cesses. At the beginning of the 21* century, practi-
cally the whole industrialized world has shown a
birth rate below the estimated level required for a
simple reproduction of the population - 2.1 chil-
dren per woman at procreative age. In 2000, the
world’s population was 6.03 billion people (which
is 4.4 billion more than in 1930, and 2.5 billion
more than in 1950), in 2010 - 6.7 billion people.
According to experts, by 2050, the population of
the planet will reach 9.3 billion, and then stabilize
at 10.5-11.0 billion people. Demographic processes
are at an uneven pace. The slowdown in the growth
rate of the planet’s population is expected to be
0.9% on average per year. In developed countries,
average annual growth rates will drop to 0.36%,
compared to 0.6% over the past 25 years. In devel-
oping countries, the population will grow by 18%,
an average of 1.1% per year. However, in some of
these countries, low living standards and a lack of
health care systems, high mortality and some oth-
ers are critical demographic factors that slow down
their development (Dynkin, 2007; Bilorus, 2002).

Increasing the standard of living of people in
economically developed countries has led to an
increase in life expectancy and a decline in fer-
tility. Active migration processes also had some
negative consequences, which resulted in a sig-
nificant reduction in the number of workers in
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some European countries, and an increase in the
burden on the working part of the population. It
turned out that the solidarity system of pension
provision is too dependent on demographic prob-
lems and is not able to solve the entire complex of
urgent socio-economic problems. The changes in
the demographic structure of European countries
at the end of the 20" century in the direction of an
increase in the proportion of people over the age of
65 in the total population forced the governments
of these countries to significantly increase public
expenditures for social needs and pension provi-
sion (Tanzi & Schuknecht, 2000; Natali, 2008).

In addition, measures have been taken to stimu-
late the birth rate by providing more material
assistance to families at the birth of a child; in-
crease in leave due to pregnancy and childbirth;
introduction of social security for migrants, refu-
gees, people with disabilities in the national sys-
tems of social protection of the population (here-
inafter referred to as the SPP); attracting foreign
skilled workers to the country. In Germany alone,
from 1960 to 1973, their number increased from
686 thousand to 2.6 million people (Karachurina,
2009).

By the start of the World War II, almost all indus-
trialized countries had pension systems, some of
them were limited according to the proportion
of the population covered by pension protection.
The decades after the World War II were a time of
unprecedented expansion of the level of pension
payments coverage in most developed countries.
However, active subsidization of the PS from the
state budget took funds from other sectors of the
economy, which hindered the country’s develop-
ment. So at the end of the 20" century, pension
reforms have begun in almost all countries of the
world. Their goal was to create a national pension
system that would take into account economic,
political and socio-demographic changes in their
own countries and in the world as a whole. Those
countries that timely found the problems and esti-
mated the implications for the state budgets began
pension reforms to find new sources of funding
and new organizational and legal principles.

Pension system reforming occurred as a modern-

ization of the distribution pension system without
the introduction of accumulative principles; im-
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Table 1. Three-tier pension system and its characteristics

Source: Compiled by the author.

Kinds of pensions — labor (according to age); social (due to loss of breadwinner, having no right to a pension, disability

Kinds of pensions — additional to the basic pension (according to age): life pension of a fixed period; life determined

OBLIGATORY PENSION INSURANCE
(Distribution system)
Obligatory according to the pattern of citizen participation.
I Tier |Realization principle — social insurance and solidarity between generations.
due to general illness).
Performer - State Pension Fund.
ACCUMULATIVE PENSION INSURANCE
(Accumulation system)
Obligatory according to the pattern of citizen participation.
Il Tier Realization principles — forming pension savings on personal accounts and financing expenditures for insurance
€r | contract payments.
pension; life pension for wedded pair; one-off payment.
| Performer - State Saving Fund.
NON-GOVERNMENTAL PENSIONS
(Accumulation system)
Voluntary according to the pattern of citizen participation.
Il Tier |Realization principle — forming pension savings on personal accounts and financing expenditures for contract
payments.
Kinds of pensions — pension benefits under conditions stipulated by the law on non-state pension provision.
Performers — non-government pension funds, insurance companies, and banks

plementation of transition to cumulative schemes
and a sharp restriction in this distribution sector;
as well as the adoption of a variant that combines
distribution and accumulation principles. The
third variant was chosen by the majority of both
developed and developing countries. It is based on
the introduction of an individual accounts system
with obligatory and voluntary contributions. The
latter is called the accumulative pension system,
since it is based on the capitalization of contribu-
tions for the future retirement.

The world experience of pension reform has shown
that a cumulative system is more acceptable, since
it contributes to an increase in aggregate national
savings, and hence to economic growth; does not
depend on demographic risks, which jeopardize the
development of the distribution system; provides a
sufficient level of pensions differentiation depending
on earnings and the efficiency of using retirement
savings (Ivanova & Sidornia, 2014). In theory, the
liberal model of social policy has prevailed, which
is based on the subsidiarity and self-financing prin-
ciples, in other words it is the economic doctrine of
minimal state interference in the social sphere.

Many countries have introduced a three-tier pen-
sion system, with three financial schemes (or tiers):
I Tier is financing of pensions from state pension
funds; II Tier — from the state accumulative pen-
sion fund; and III Tier is non-state pension pro-
vision, which involves financing from different
sources (Table 1).
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That is, these countries have maintained a public
distribution system with the simultaneous encour-
agement of voluntary private pension schemes. In
essence, the reform of the PS was aimed at ensur-
ing that the retirement age depended as much as
possible on the individual achievements of the
employee (insurance period, salary, deductions,
and other personal preferences). At present, in
most developed countries, citizens’ pension ben-
efits come from three sources: state pension funds,
corporate sector pensions, and individual pen-
sions received under a voluntary pension accu-
mulation insurance contract. In percentage terms,
it is about equal proportions. In many countries,
pension provision is mostly provided by non-state
pension funds (hereinafter referred to as NPFs)
and life insurance companies. Thus, citizens pre-
fer the mechanism of pension insurance to form
pensions. In each country, the pension system has
its own peculiarities related to the specifics of that
SPP model, which has been formed over a decade.
Therefore, in some countries, NPFs are preferred,
in others - insurance companies or individu-
al programs of saving for the old age. Insurance
companies are the main providers of services that
allow accumulating the necessary funds upon
reaching retirement age. This is explained, first
of all, by the peculiarities of taxation of contribu-
tions and payments under supplementary pen-
sion insurance contracts, which allow either the
total or partial exclusion from the tax base of the
abovementioned funds. And due to the fact that
states are taking less and less part in guaranteeing



the preservation of significant income after retire-
ment, in essence, insurance companies are no al-
ternative to the savings.

Despite the fact that the amount of accumulated
assets in NPFs and insurance companies in the
developed EU countries is quite significant, they
need to allocate additional 456 billion euros in or-
der to preserve the current sizes of state pensions
in the next 35 years. Already, the pension bur-
den is 10.4% of GDP in the fifteen EU countries.
In 2040, it will increase to 13.6%. In this regard,
the European Commission recommends that EU
member states continue to reform pension sys-
tems in order to minimize the negative effects of
aging and population reduction.

According to the Organization for Economic
Cooperation and Development (OECD), in 2013-
2015, 26 of 34 countries have made changes to
their pension systems. In nine countries, the ma-
jority of the population was involved in the reform,
while other changes affected certain groups of em-
ployees (for example, private or public sectors) or
pensioners themselves.

But the population continues to grow old. The
proportion of the population over 65 years old to
the engaged people in the world will be doubled
by 2050. This will overload the pension systems
and employees who finance their pensions by their
work and taxes. The continuation of reforms is in-
evitable. The question arises as to how and when
the countries of the world will carry out this re-
form. This affects not only the fairness to current
and future pensioners, but also the state of the
economy, both national and world (Tuladkhar et
al,, 2011).

There are three ways to reduce government spend-
ing for pensions: raising the retirement age, reducing
retirement payments and benefits, and raising taxes.

Solidarity reforms are usually aimed at reducing
pension payment. This increases the need to devel-
op private pension provision and its role in future
retirement income.

All OECD countries have accumulative pension
systems. On average, in 34 countries, the distribu-
tive part provides pension in a 41% average salary,
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with the accruals being increased to 58%, that is,
about one third of the pension is provided by sav-
ings (Kuvshynova, 2016).

In general, measures taken by the OECD coun-
tries are aimed at reducing retirement expendi-
tures and at parametric reforms. For example, the
Czech Republic and Finland reduced indexation,
France changed its order, Greece and Belgium
froze it. Since 2017, Slovakia tied indexation to in-
flation (earlier - to inflation rates and wage growth),
Sweden, Finland, Portugal, and Germany applied
the same rules. In Turkey, indexation depends on
GDP rates. Luxembourg indexes pensions only if
pension income exceeds costs.

Some recent political reforms were aimed at de-
laying retirement. Komp is convinced that such
a delay is important, since aging populations
create the need for financially sound pension
schemes and require a large amount of work-
force. “However, pension reforms not only affect
the way people retire, but also their retirement
age. Moreover, the 2008 economic crisis has re-
built labor markets, which has had an impact on
retirement” (Komp, 2017).

The pension age is rising massively (see Table 2).
By 2015, 30 out of 34 OECD countries have made
an increase. Most countries have gone through a
gradual increase in pension age.

In France, in 2010, an increase took place in the
pension age from 60 to 62 years to 2018, to 2030
- to 67 years, and the minimum required period
of payment of contributions will gradually be
raised from the current 41.5 years to 43. Canada,
Belgium, and Spain announced on the gradual
increase in the retirement age to 67 years old, in
Germany it raises from 65 to 67 per month in a
year, in the Netherlands it will reach 67 years in
2021, and in Australia it will reach this number in
2023. In countries with economies in transition,
where the retirement age was 60 years for men
and 55 for women in the mid-1990s, it now stands
at 65 and 63, respectively (Kuvshynova, 2016).
Hungary increases the age from 62 to 65 years. In
the Czech Republic they will retire at the age of 68.
In Slovenia, where the retirement age is one of the
lowest — 58, it raises to 60 for those who paid con-
tributions for 40 years, if less — to 65.
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Table 2. Pension age in some countries

Pension age, years

Country en wormen Average life expectancy

Latvia SRR SR 64 63 75

T S 67 67 5 81,1
Ireland _ S 66 66 81,5
Spain . S 65 65 80,1
Czech Republic I 62 62 78.7
Japan R — 70 70 82
Denmark 67 67 78.3
BelgIUM 65 62 79.2
Norway 67 67 79.9
S e 65 65 78.1
Germany 67 67 79.3
Canada 65 65 81.2
Sweden S 65 65 80.9
Switzerland S 65 64 80.9
Great Britain . 68 60 79.0
LCL A SO 67 65 80.2
Poland 65 60 756
L S 67 65 81

O N S 60 55 73

Georgia 65 60 76.7
Kazakhstan 63 58 68

Moldova S R 62 57 70.8
Ukraine E 60 60 E 71.2

In the UK, a law was passed on raising the pension
age to 66 years by 2020 and to 67 years by 2028.
It is also planned to increase it to 68 by 2035 and
to 69 by 2048. British officials expect an increase
in pension age to 70 years will save 500 billion
pounds over the next 50 years. In Ireland, the pen-
sion age is 66 years both for men and women, but
the government intends to raise it to 67 years in
2021 and to 68 years in 2028.

According to the IMF, “the pension reform, aimed
at the best positive long-term economic effects, is
one that extends the able-bodied age of people”
(Melbourne Mercer Global Index, 2017). It is pos-
sible to argue in this regard, but for countries with
a long life expectancy this may be acceptable. As
a matter of fact, many countries do the same in
terms of life expectancy and a number of other so-
cial parameters.

Of course, an increase in the pension age will also
result in an increase in the length of the period of
service for a “full pension”. Many countries also
take steps such as allowing retirees to work. For
example, in the United Kingdom, the law prohib-
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its an employer from dismissing an employee who
has reached pension age if the latter does not want
it and has the appropriate physical and intellectual
form to perform his professional duties.

Many countries acted on the IMF advice, which
follows the postulates of monetary economic the-
ory, aimed at solving the problem of pension pro-
vision by methods such as raising the retirement
age, reducing the replacement rate, and increas-
ing the share of employees in the contributions to
state pension funds. However, in parallel with this,
conditions were created for the development of
employees own initiative through participation in
pension insurance and old-age savings programs.

If the government chooses reducing pensions and
benefits (second scenario) for retirees, the benefits
of this solution for the economy will not manifest
itself immediately. At the first moment, the reduc-
tion of public spending will have a very tangible
effect on aggregate demand.

The third scenario is the increase of tax and con-
tribution rates, through which the state finances
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Table 3. Top ten countries by Melbourne Mercer Global Index 2017

Source: Compiled based on Melbourne Mercer Global Index (2017).

. Sub-indices
Country General index value : - — - -
: compliance stability integrity

Denmark i T8 70:5 798 813
Netherlands T8 78.0 o 735 875
Australia i TN 753 730 857
NOWaY DT b DO e O1:0 b 903
Hnland T2 702 O1:3 b 90
Sweden i 720 7T TV0 803 ...
SINGAPOIE DI 092 082 80.7
Switzerland 0T 002 i BT 833 o
New Zealand L OTA 662 i 1.5 778 o
Chile 58.0 69.1 79.7

the pension payments. In essence, this means rais-
ing the income tax rate. High taxes on employees’
wages reduce their incomes, and hence costs and
consumer demand. The increase of taxes leads to
a decrease in the people’s desire to work, to reduc-
ing the productive capacity of the economy, and to
real GDP reduction.

Experts argue that the growth of insurance premi-
ums has even a more negative short-term effect on
GDBP, rather than a reduction in pensions. In the
US, for example, GDP will reduce by 0.7% to the
tenth year after such a reform. We have even worse
situation with long-term losses. In the Eurozone,
in developing countries of Asia, and in other coun-
tries, this model has similar results (Tuladkhar et
al,, 2011).

An unprecedented measure is the unification of
pension legislation for EU member states, which
takes into account globalization trends and pe-
culiarities of national pension practices. Despite
their consensus on the fundamental approaches to
the formation of pension policies, there are signifi-
cant differences in its implementation in individ-
ual countries. This has been reflected in the strate-
gies for ensuring the pension system development,
which are determined by the state’s attitude to the
demographic problems and financial capacity of
each country.

It should be noted that many countries have suc-
ceeded in reforming their pension provision.
According to the Melbourne Mercer Global Index
2017 (Australian Center for Economic Research),
Danish system is the best pension system. This

country has reached the highest level; its index is
78.9. The top ten countries index is presented in
Table 3. In total, 25 countries have entered the rat-
ing. It takes into account both the state and pri-
vate components of pension provision. The pen-
sion system is analyzed in terms of 50 indicators
and three general categories: compliance with the
needs of the population, stability, and integrity of
the structure.

The result of Finland in the category of “integrity
of the structure” was 91.0 points. Nevertheless,
the Center provided a number of proposals for
“refinement” of its PS, in particular, raising pen-
sions for low-income pensioners, increasing ac-
cumulative pension deductions and improving
the situation with employment of people of pre-
retirement age, strengthening of state guaran-
tees of pension provision of citizens in cases of
pension fund fraud, poor management of their
means or insolvency (Melbourne Mercer Global
Index, 2017).

Improving pension provision in Ukraine is a
top priority, so foreign experience is quite useful.
However, in our opinion, the transfer of the pen-
sion burden to the employee alone is unacceptable;
this may increase poverty among pensioners in
the long run. After all, the pensions of most of our
citizens are not high. In favor of raising the pen-
sion age for women, the following “argument” has
worked: in Ukraine women after retirement live
much longer than men. Moreover, the fact that a
large number of Ukrainian women not only work,
but also do a lot of work as housewives and bring
up children was not taken into account.
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In Ukraine, a situation has arisen, in which, in the
medium term, fulfillment of state pension obliga-
tions is possible only due to state borrowing in-
crease. Therefore, maintaining the sustainability
of the state budget requires a change in the finan-
cial model of the Ukrainian pension system. After
attainment of independence in Ukraine, efforts
were made to reform the pension system in vari-
ous years — the transition from pension provision
to pension insurance (2004), raising the pension
age and extending the minimum period of insur-
ance to obtain a pension (2011), introducing new
rules for the calculation of pensions, moderniza-
tion of pension payments, etc. (2017). However,
the process of creating an optimal model of finan-
cial support for PS is not over. The ultimate goal of
pension reform is to ensure long-term macroeco-
nomic and social stability in the state and improve
the pensioners’ well-being.

A comprehensive approach is needed to create the
optimal conditions for the pension system func-
tioning. This means that it is necessary to formu-

late its own domestic model of state regulation of
the financial support for the pension system tak-
ing into account the peculiarities of the present
stage of country development. It is appropriate to
use instruments in the domestic practice of indi-
vidual pension policy that have demonstrated their
effectiveness, which will help create a sustainable
and efficient mechanism for financing pensions
in Ukraine, and raise the living standards of pen-
sioners. First of all, it concerns the introduction of
clear, consistent and fair rules for the formation
of pensions, which will enable citizens to inde-
pendently regulate their welfare both in working
and in old age. A regular increase in pension age
is not an effective means of solving the problem. A
gradual transition to the introduction of a cumu-
lative pension system on a voluntary basis should
be initiated; benefits and early retirement should
be abolished. Labor should be stimulated through
salary and other benefits, and the pension should
be secured first and foremost through its own ef-
forts. It is the duty of the state to create all the
necessary conditions for this.

CONCLUSION

To conclude, global challenges are those hindering the normal course of human development, in par-
ticular, the ageing of the population; disproportion between economically active population and pen-
sioners; unemployment, the ineffectiveness of most of the prevailing models of the elderly social protec-
tion, the very active migration of the labor force; economic downturn, etc., which complicate the task of
states in reforming national pension systems. They have a particularly negative impact on the pension
provision.

The search for methods to neutralize or mitigate the effects of global challenges has led many countries
to introduce a three-tier pension system characterized by three financial schemes (tiers): the first tier is
the financing of pensions from public pension funds; II tier — from the state accumulative pension fund;
the third tier is non-state pension provision, which involves funding from various sources.

Many countries acted on the IMF advice, which adheres to the postulates of monetary economic theory;,
aimed at addressing the problem of pensions by raising the retirement age, reducing the replacement
rate, and increasing the share of wage earners in paying contributions to state pension funds. At the
same time, conditions were created for the development of employees own initiative through participa-
tion in programs of pension insurance and savings in old age. The general principles of modern pension
provision are that the state undertakes to provide basic pensions or assistance in emergencies (loss of
breadwinner, disability, etc.).

An unprecedented measure is the unification of pension legislation for EU member states, which takes
into account globalization trends and peculiarities of national pension practices. Despite their consen-
sus on the fundamental approaches to the formation of pension policies, there are significant differences
in its implementation in individual countries. This was reflected in the strategies for ensuring the de-
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velopment of pension system, which are determined by the state’s attitude to the demographic problems
and by financial capacity of each country.

Ukraine is also affected by globalization processes. The experience of developed countries in providing
pension provision is extremely useful for countries in transition, including Ukraine, which creates its
own domestic pension system. However, ageing of the population is not supported by significant chang-
es in solving the problems such as low fertility, labor outflow, and high mortality in working age, etc.

The problem is exacerbated by internal political and economic crises and the military conflict of a geo-
political nature. Further studies of this problem as to Ukraine should focus on the study of an aspect of
the pension system’s transformation such as introducing, in parallel with changes in the pension system,
the mandatory social medical insurance, introducing a second accumulation tier of the pension system
initially on a voluntary basis, and justifying new approaches to reforming the pension system.

The study may be practically useful for the delivering of the academic courses “Pension System of
Ukraine”, “Global Economy”, and some provisions may be taken into account by the Pension Fund of
Ukraine in carrying out the social policy of the state.
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