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11:00 Nato Beruashvili, G4G — Welcoming remarks

11:05 Gigla Mikautadze, ISET — Reform progress assessment

11:15 Norberto Pignatti, ISET - Challenges of pension reform in Georgia
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A multifaceted challenge

*“Core” Objectives:
* Protection against the risk of poverty in old
age
* Consumption smoothing from work to
retirement
eConstraints:
* Fiscal sustainability
*Social sustainability

. ISET

Poverty in old age

¢ Which definition of poverty?
¢ Absolute (e.g. does it keep you above subsistence?)
* Relative (e.g. does it keep you above 60% of the country’s mean income?)

NOTE: need to be ‘socially relevant’, i.e. represent the
absolute minimum below which livelihood and inclusion
are not possible (given country and social context).
Source: UNDP

¢ ISET
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Consumption smoothing from work to

* Goal: ensure replacement rate at retirement is around at
least 70% of the last wage received

 Conditioned by:
¢ Generosity of public pension system
* Current earnings
¢ Individual choices

: ISET

The situation today

2012 2013 2014 2015 2016 2017 2018

Pension as % of
subsistence level 90% 95% 109% 112% 127% 119% 115%

Replacement rate
50% average Wage 42% 40% 46% 44% 48%

Replacement rate
average wage 21% 20% 23% 22% 24%

Replacement rate

200% average
wage 11% 10% 11% 11% 12%

e ISET
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Way forward?

* Government intervention
* Increasing government pension
 Stimulus to private savings (additional pillars)

* Private actions
* Private savings

¢ ISET

Government intervention: what about

fiscal SUstaln O e

“A sustainable system is one that is financially
sound and can be maintained over a
foreseeable horizon under a broad set of
reasonable assumptions”

Holzmann, Hinz, and Dorfman, 2008

8 ISET
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What are the variables affecting the fiscal

sustainability of a public-funded pension

* Projected revenues
¢ Growth of the economy
* Factors of production EMPLOYED (e.g. employed workers)
¢ Growth in Productivity of factors (e.g. productivity of labor)

* Projected costs
* Growth of pension expenditure

¢ Number of pensioners
¢ Growth of Basic pension

What are the expected trends?

Demographic Projections
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Labor market structure

2064
Shares  Same 2064
2014 2014  shares Estimates
Working age population (15-59 F; 15-64 M) 2294.8 2131.2 2131.2
Employed - Hired 695 30.29% 645.5 916.5
Self-Employed 625.9 27.27% 581.3 492.7
Non-Employed 973.9 42.44% 904.5 722
Population receiving pension 707.7 827.8 8278
Working age population/Pensioners 3.24 2.57 2.57
Employed/Pensioners 1.87 1.48 1.70
Hired workers/Pensioners 0.98 0.78 1.11
i ISET
What are the expected trends?
[—— e |
PENSION EXPENDITURE as % of GDP
(basic pension growing at the growth rate of wages)
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The situation in OECD and Georgia

Public expenditure on pensions (% of GDP)

. / Predicted peak
10
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ISET

What about the “private solution”?

« Difficult to suggest it as anti-poverty strategy

 Couldn’t we just rely on individual’s (saving) decisions to ensure the
consumption smoothing and let the government focus just on the
anti-poverty function of the public pension? Possibly

ISET
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Choosing the model

ISET

Particip | Funding Benefits
Life- Informal Formal
time sector Sector
poor
O EPP “Basic (social) pension” Universal or  Budget Demographic No financial X X X
residual (general Political market related
revenues) risks
«® EPP Public PP, publicly managed Mandated Contributions, Demographic No financial X
+CS (DB or notional DC) perhaps with  Political market related
financial risks
reserves
bN EPP Occupational or personal Mandated Financial Financial & DC — Clarity; X
+CS PP (fully funded DB or DC) assets agency, high enforceable
transaction & property rights;
administrative may be
costs, longevity supportive of
risks FMD.
¥ CS Occupational or personal Voluntary Financial Less rigid but DC - Clarity; X X X
PP (partially or fully assets similar risks as enforceable
funded, DB or DC) second pillar property rights;
may be
supportive of
FMD.
'S EPP Informal support, other Voluntary Financial and  Less rigid. Very X X X
+CS formal social programs, non financial  heterogeneous
other individual financial & assets type of risks.
non-financial assets
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Conclusions

ISET

Current situation is not dramatic

Basic pension has still a relatively good anti-poverty function

Replacement rate not too good for average worker, bad for high
earners, good for poorer workers

3. Relatively sustainable, even maintaining current replacement
rates

& ISET



Potential for improvement
[— s |

1. Introducing second and supporting the third pillar (or just
focusing on the third pillar)

2. Indexing basic pension on the basis of a fixed rule: e.g. growth
rate of wages capped at the growth rate of GDP

3. Introduction of more modern methodology for the calculation of
subsistence level

ISET

Recommendation
[ 0 s 0 |

It would be advisable to adopt an inclusive approach that maximizes
the opportunity for participation, without privileging particular
groups. This will minimize backlashes and attempts to reverse the
reform in the future.

Possible risk: government contribution to pillar two vs. other social
spending

ISET

12/06/2018

10



