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Abstract. This paper is devoted to identifying the features and finding solutions to the problems of the for-
mation and improvement of the non-state pension provision of Ukraine in the system of strengthening social
security and preventing the degradation of the social structure. It presents the results of a study of emergent
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1. Introduction

Under the conditions of the approach of a new large-scale economic crisis caused by the Rus-
sia—Ukraine War in Europe, as well as the consequences of the pandemic and record inflation
over the last decade, a considerable deficit of budget funds, including the financial support
of the pension system of Ukraine is observed. Significant losses of human capital associated
with the migration of the economically active population to EU countries and mortality due
to the military invasion of the territory of Ukraine by Russian troops worsened the state of
economic security and significantly affected the nation’s aging indicators. Nowadays, Ukraine
and other EU countries are considering the issue of implementing a pension reform to settle
issues of financial protection of the population and provision of the pension system in the
future. The design of social security and pension programs is complicated by the presence
of a shadow economy since workers avoid state taxation and are not entitled to its benefits.

Over the past century, the dominance of the Ukrainian solidary pension system based
on the principle of distribution, in the context of an increased demographic burden on
the working population by the elderly and a chronic budget deficit of the Pension Fund
Ukraine, is not effective enough. In particular, due to the unsatisfactory demographic
situation, “shadow” employment, and tendencies to avoid paying taxes, there is a prob-
lem of shortfall in funds based on the insurance principle. It led to an imbalance in the
budget and a chronic deficit in the Pension Fund of Ukraine. As a result, the low level of
financial ability provokes a low level of pension payments, when about 2/3 of pensioners
receive a pension at a level below the average indicator per year in Ukraine. Therefore,
the population has an urgent subjective need to secure their old age at the expense of an
additional pension to the solidarity pension by participating in individual-funded pension
programs. Since the system of compulsory state pension insurance remains financially
unstable, the implementation of non-state pension insurance in Ukraine is relevant in the
context of further reform of the pension system. A citizen can realize this need in practice
by concluding a pension contract with an NPF, a pension insurance contract with a life
insurance company, or opening a pension deposit account with a banking institution and,
thus, become a participant of a non-state pension provision.

The pension system performs a dual role: on the one hand, it plays an important role
in creating well-being and preventing poverty among people of incapacitated age by re-
placing lost income with a pension, and on the other hand, it serves as a mechanism for
accumulating financial resources — investment in the economy. Thus, the formation of an
efficient and financially sustainable pension system is a significant factor in sustainable
economic growth, which contributes to strengthening the social security of an individual
and the state. Since the declared three-tier pension system in Ukraine still cannot properly
provide a decent standard of living for pensioners, not only the reform of the solidarity
system and the implementation of mandatory funded insurance but also the search for
solutions to the interest of the population in non-state pension provision remains relevant.

This study is based on a scientific and methodological approach using corresponding
statistical data with financial technologies in the field of non-state pension provision,
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which is dominated by the offer of opening a pension deposit account with full payment
and an attractive taxation system to strengthen the insurance security of the client. Sta-
tistical, comparative, and systematic methods were based on the NSSMC'’s reports for
the analytical development of the Pension Fund budget data and information related to
non-state pension provision. These methodological approaches will allow us to answer
the question: What are the features and problems in forming non-state pension provision
in Ukraine for strengthening social security?

Thus, the purpose of the paper is to study the features and problems of non-state
pension provision in Ukraine in the system of strengthening social security in order to
avoid a real (or potential) threat of a social explosion and to prevent the degradation of
the social structure. The main tasks are as follows: firstly, theoretical acquaintance with
the concept of non-state pension provision and consideration of the structure of the pen-
sion system in the system of strengthening human social security; secondly, an overview
of the specifics of the activities of banking institutions, private pension funds, and life
insurance companies in the field of non-state pension provision; thirdly, identifying the
problems of non-state pension provision and vectors for further reforming the pension
system of Ukraine.

2. Literature review

Interdisciplinary research in modern science is provided with the instrumental capabilities
of the big data hardware and software system, which allow interpreting research results
from the standpoint of methodological rationality of cognitive theory and science.

Riccardo (2016) highlighted the importance of cognitive theory in science in his
scientific writings, presented adherents of methodological rationality in scientific works,
and noted that science is dominated solely by the context of the discovery. Analysing the
dynamics of scientific change could only be done by reducing scientific “facts” to their
social, cultural, and economic causes.

The scientific method should be classified as a universal method (Blachowicz, 2009),
which provides for a certain fixed procedure with stages ranging from observation, de-
scription, formulation of a hypothesis, design, conduct of experiments, analysis of results,
and conclusion. In recent years, the use of the scientific method in scientific research has
caused some resonance, as some scientists consider it to be somewhat “outdated” (Ander-
son, 2008; Carrol & Goodstein, 2009), primarily due to the accelerated development of
hardware and software for scientific research. For a detailed consideration of this topic, it
is advisable to turn to extensive data, which is a digital sign of the development of modern
society. This is the line of research and its methods are relevant for identifying the level of
social security in the context of social security and using big data to strengthen scientific
credibility. Social security should be understood as an objective economic reality inherent
in a modern socialized economy (Novikova et al., 2018), expressing its inner essence, the
social orientation of the development of society (Varnalii et al., 2020), the economic and
social goals of the state and the desire of the general population.
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Bishnu, Guo & Kumru (2019) note that social security programs can have regressive
outcomes even though the benefits of the program are designed to be progressive. The
large-scale quantitative OLG model calibrated to the US economy to compare aggre-
gate and welfare implications of the US- type PAYG, a non-progressive PAYG, and a
means-tested pension program are presented. Results clearly indicate that incorporating
differential mortality into the model changes the welfare implications of social security
programs. Tang (2019) proposed a model that is built on the basis of the assets of the
three parts of the social insurance fund: stocks, debt, and cash. The results of the model
show that: 1) when only considering cash, stock, and bond, the impact of the economic
cycle on the allocation of large categories of social security fund assets is not severe, but
it has a significant impact on the style and industry rotation of large categories of assets;
2) according to the calculation of the model, the cash assets of social security fund are
deposited. In case of overmatching, it should be adjusted to the level near the minimum
limit of 10%. So, this proves that China is now in a recession, and the trend of the business
cycle in the next ten years is divided into five stages, which can roughly be considered as
a sequential evolution of the Juglar cycle. A considerable part of the assets of the social
security fund is treasury bond assets with strong liquidity. Therefore, we believe that the
cash of the social security fund is overmatched and can be replaced by bond assets in
subsequent operations to create better investment income.

Cai & Yue (2020) proved in their study that income inequality of the population de-
creases after the transfer of state social security to private social security, and there is no
decrease in total income inequality if the scale and distribution of existing public transfers
of social security increases. Jappelli, Marino & Padula (2021), when developing a social
security life cycle model in Italy, which provides a link between increased demand for
retirement savings and the level of expected future social security payments, found greater
participation in private pension funds among those who expect lower and more uncertain
social security benefits.

At the same time, Slavov et al. (2019), looking at typical neoclassical life cycle mod-
els that assume a large and negative impact of social security on private savings, argued
the opposite position, which contains little evidence to support the theoretical model’s
predictions of an empirical relationship between social security and private saving. The
attention has been drawn to the developed model where people face the risk of uninsurable
longevity and wage differentials, while Social Security provides benefits as a life annuity
with higher replacement rates for the poor.

We support the opinion of McKinnon (2020) and The International Social Security
Association (ISSA), noting that there can be “no social justice with social security,” while
the instruments of social protection are favourable social policies and the free choice of
social security beneficiaries, based on their needs. The formation of non-state pension
funds has a positive relationship with the innovative activity of employees. Thus, Liu
& Zhang (2016) give examples of the formation of two long-term preferred funds — the
Social Security Fund and the Insurance Fund on corporate innovation. The results of the
study showed that the Social Insurance Fund and the Insurance Fund play a positive role
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in improving corporate innovation performance in non-state enterprises, although they
do not significantly improve the innovation performance of state-owned enterprises.
These empirical findings highlight the positive impact of the Social Security Fund and the
Insurance Fund on corporate innovation and will be useful to policymakers in emerging
markets in assessing important drivers of corporate innovation capacity.

It is important to prevent different types of risks in the social insurance fund and the
relationship between them for effective management decision-making. To ensure the
high-quality functioning of the social insurance fund system in countries, modern scien-
tists use different modelling techniques that provide clear forecasting data for the further
functioning of economic systems. For example, Yang (2021) presented an interpretative
structure model based on the application of the RBF neural network, illustrating the con-
struction of a risk correlation hierarchy diagram and providing a scientific method for
managing risks for a social insurance fund. This made it possible to create a prediction
model based on the advanced ANT colony-RBF neural network, which makes the model
more accurate and provides a more reliable basis for decision-making.

In addition to the general risks of the social insurance fund, there are also specific
ones. Long & Yi (2020) note that the financial resources of the social insurance fund will
continue to expand under the influence of the continuous development of China’s nation-
al economy. With the continuous development of rich data technology and cloud audit
technology, the company has provided relevant technical support for the development of
social security fund audit technology. For this purpose, the authors propose risk control
and management measures to ensure the effective risk management of the financial data
of social security funds in China.

Social protection is a polysystemic phenomenon. In our opinion, human social security
(level) should be understood as the degree (level) of protection of the vital socio-economic
interests of a person, his/her rights, freedoms, and values against internal and external, real
and potential threats. Social security ensures the protection of life, health and well-being,
and also creates the prerequisites for the formation and development of the individual. It is
determined by the state of the economy, the nature of demographic actions, environmental
anthropogenic causes, the state of the social sphere, the degree of social tension, the nature
of social policy and the behaviour of the population. Human social security is a complex
problem that affects different values of personal existence, and the level of pension provision
is an indicator of the economic and social situation of the country’s population.

At the present stage of development of non-state pension provision in Ukraine, the
banking institutions that are not involved in non-state pension provision remain the least
involved, since it usually comes down only to the storage of pension assets. In accordance
with the Law of Ukraine “On Non-State Pension Provision” (Zakon, 2003b), banking
institutions directly participate in non-state pension provision by concluding agreements
on opening pension deposit accounts for accumulating pension savings within the amount
determined for reimbursement of deposits by the Deposit Guarantee Fund (up to UAH
200 thousand was before the war). That is, pension deposit accounts are opened for the
payment of pension payments to their participants upon reaching retirement age.
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On April 1, 2022, the Verkhovna Rada adopted the Law of Ukraine Ne2180-1X “On
Amendments to Certain Laws of Ukraine on Ensuring the Stability of the Deposit Guar-
antee System for Individuals.” During martial law and 3 months thereafter, the Fund is
obliged to reimburse each depositor in the full amount of his contribution, taking into
account the interest accrued as of the end of the day preceding the withdrawal of the bank
from the market. After 3 months from the date of termination or abolition of martial law,
the maximum amount of reimbursement of funds on deposits of individuals in the bank
(regardless of the number of deposits in this bank) will be increased to UAH 600 thousand.

3. Research methodology

The methodological basis for writing a scientific paper was the general scientific methods
of cognition: dialectics, analysis, synthesis, consistency, scientific abstraction, and scientific
and critical understanding of legislative and scientific sources.

A method for analysing the theoretical foundations for the formation of a new philos-
ophy of pension provision and a new structure of social security is available for research
at present thanks to the use of information technologies, and, first of all, technologies of
extensive data. The novelty of the presented study is due to the results of rethinking the
global process of non-state pension provision in Ukraine, which allows us to interpret social
security and protection in a new way and use it both in philosophical and socio-economic
practice. Nowadays, the universality of extensive data, making it possible to interpret the
software and hardware complex from the point of view of its instrumental capabilities, is
very relevant for modern science, especially in interdisciplinary research.

The hallmark of the scientific method is the achievement of values in the products of
science (knowledge, prediction, control), such as objectivity, reproducibility, simplicity,
or past success. However, there are certain fuzzy differences in the scientific method,
such as changes in beliefs about the validity, relevance, or fallacy of scientific knowledge.

The structural-functional method (structural functionalism) was used, firstly, to dis-
close the structure of the pension system in Ukraine, and its elements interacting with
each other. We choose this method since it allows us to see the study object (pension sys-
tem) as a complex system whose parts work together to promote solidarity and stability.
Moreover, structural functionalism is a macro theory that examines how all structures
or institutions in the study object (pension system) work together. A famous scholar of
sociology Talcott Parsons used structural-functionalism to portray institutions as being
parts of a larger, smoothly functioning system (Parsons, 1951). In our research, we divided
the pension system of Ukraine into 2 groups: compulsory state pension insurance and
non-state pension provision. For each subgroup, subspecies with an indication of levels,
performers, and types of pensions were identified. Secondly, structural functionalism was
used for describing the scheme of functioning and accrual of pension payments of a non-
state pension fund, including the mechanism for calculating payments and interactions
between the participants in this process.
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The systematic approach was used to find the benefits and shortcomings of life insur-
ance companies and non-state pension funds in the system of non-state pension provision.
This method was designed by C. West Churchman (1968) and refers to the idea of dealing
with systems ‘as a whole.” The systematic approach is a method of managing a complex
system from a global perspective, rather than focusing on details. Thus, our research made
it possible to understand the distinctive features and place of non-state pension funds in
the system of non-state pension provision.

Statistical, comparative, and systematic methods were used for the analytical de-
velopment of the Pension Fund budget data and basic information related to non-state
pension provision. Thus, statistical and comparative methods were used for comparing
the number of contributors and participants of the non-state pension provision system, as
well as contributors’ pension contributions to NPFs during 2014-2021. This method was
used during the review of the non-state pension provision system in Ukraine: we used the
indicator of dynamics of insurance companies in the FI Register, dynamics of contribu-
tors’ pension contributions to NPFs, and dynamics of assets and the main performance
indicators of NPFs.

4. Data, analysis and empirical findings

A key feature of the development of modern society is the socialization of all spheres
of human life and their subordination to social goals. In any democratic society, the in-
terests of the social security of a person and the state should generally correlate and be
harmoniously balanced. There is no official definition of the category “social security”
in the legal field of Ukraine, and the term “social security” has relatively recently en-
tered scientific and political circulation and has found its concrete expression in several
international documents. Among them, first of all, it is necessary to single out the World
Social Declaration, adopted in 1995 at the World Conference on Social Development, in
which the minimum tasks for ensuring social security were formulated.

It is worth noting that a pension deposit account as an instrument of voluntary pension
accumulation is a pension one only in theory, the possibility of early withdrawal of funds
on such an account classifies it as a deposit account. It works with a legislative restriction
that the number of pension contributions, together with interest, cannot exceed the amount
of reimbursement of retirement savings guaranteed by the Deposit Guarantee Fund.

According to the State Register of Financial Institutions (FI Register), the number of
insurance companies in Ukraine decreases annually and there were 185 companies by
the end of 2021, 162 of which carried out “non-life” insurance, and compared to 2014,
the indicator decreased by 201 companies (Figure 1).

In Ukraine, 93.4 thousand pension contracts with administrators of NPFs for 889.7
individual participants entitled to receive pension payments based on a pension agreement
with an administrator according to the mechanism of functioning of the NPF, have been
concluded by the end of 2021 (Figure 2). NPFs remain the main subjects of non-state
pension provision in Ukraine.
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Figure 1. Number of insurance companies in the FI Register, as of the end of the year.

Source: compiled by the authors on the basis of (NSSMC, 2022).
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Figure 2. Dynamics of the total number of contributors and participants of the non-state pension pro-
vision system in 2014-2021.

Source: compiled by the authors based on (NSSMC, 2022).
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The general trend in the average number of contracts per participant ranges from
0.059-0.105, which means that most participants in open NPFs have savings accounts
in these funds, but do not make pension contributions. The average number of pension
contracts is growing and the indicator has increased by 0.046 units per person over the

past 8 years.

In 2021, the number of concluded pension contracts is 93.4 thousand units, depositors
are dominated by legal entities (more than 84.69% of the total as of the end of 2021),
and the average number of contracts per participant is 0.105. In 2020, the number of
concluded pension contracts is 87.8 thousand units and the average number of contracts

per participant is 0.099.

According to the official data, as of August 31, 2021, 889.7 thousand people, or 5.56%
of the employed population aged 15-70 years (16 million people), are participants of the
non-state pension system, which is 0.96% more than the number of participants of the
non-state pension system in 2014 (the actual total number of which was 833.7 thousand
people, or 4.6% of the employed population aged 15-70 years (18,1 million people)).

Thus, the growth trend of NPF contributors and participants is positive, since the pop-
ulation’s interest in the voluntary pension system is growing, but it is advisable to study
the dynamics of pension contributions by NPF contributors (Figure 3).
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Source: compiled by the authors based on (NSSMC, 2022).
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By the end of 2020, contributors paid UAH 2553.5 million in pension contributions,
which is 41.24% more than at the end of 2014 (this growth was due to the positive growth
dynamics of contributions from individuals — by 35.02% in 2020, 29.40% — in 2019,
38.45 % —in 2018 and 34.81% in 2017, as well as an increase in their weight in the total
cost of contributions — from 3.94% in 2014 to 12.65% in 2020. Other equally important
indicators of the functioning of the non-state pension in Ukraine are pension payments and
the share of participants who received these payments in the total number of participants
in non-state pension funds.

From the above histogram, it can be seen that pension contributions and fixed-term
pension payments increased significantly for the researched period. The pension efficiency
ratio is 0.49 in 2021, which is 0.25 more in comparison with 2014 (Figure 4). The number
of participants of pension funds who received pension payments in 2021 is 93.4 thousand
people, so the percentage for the studied 8 years ranges from 10% in 2021 to 9.1% in
2014, which indicates that every tenth participant receives pension payments.
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Figure 4. Structure of pension payments made by NPFs in 2014-2021.
Source: compiled by the authors based on (NSSMC, 2022).

It should be noted that analytical indicators can be indicators of the average amount
of pension payments per participant who received pension payments and the number of
pension contributions made by one contributor. The activity of NPFs is to accumulate
assets, the total amount of which by the end of 2021 amounted to UAH 3788.6 million
with an efficiency ratio for the use of NPF assets of 0.67, which indicates the underde-
velopment of non-state pension provision (Figure 5).

Through analysis of the main performance indicators of NPFs, namely pension assets,
pension contributions (Figure 6), and payments, positive trends in their emergent develop-
ment were noticed. Thus, in 2021, pension contributions grew by an average of 10.05%,
pension payments — by 16.89%, and the average annual growth rate of assets — by 13.37%.
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Figure 5. Dynamics of assets of NPFs in 20142021 and the efficiency ratio of their assets.
Source: compiled by the authors based on (NSSMC, 2022).
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Figure 6. Emergent dynamics of the main performance indicators of NPFs during the period of 2014-2021
in Ukraine.
Source: compiled by the authors based on (NSSMC, 2022).

The study showed that the non-state pension provision is changing significantly in
Ukraine, although it is only in its infancy, reaching only 4%. The pension savings of
participants in non-state pension provisions were protected from depreciation and in-
flationary impact due to their investment mainly in conservative financial instruments.
However, the full-scale war of Russia against Ukraine calls into question the emergent
development of non-state pension provisions, which will lead to a deterioration in social
security due to unemployment, a decrease in the already low incomes of the population,
and the propensity to save.
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Thus, the system of non-state pension provision has been in stagnation for eight years,
as evidenced by insignificant growth rates of pension contributions and assets, which
limits their investment opportunities. However, the dynamics is growing, which enhances
the importance of NPFs for the socio-economic development of the country. Although
world practice shows that increasing the amount and term of payment of contributions is
not enough if there is no main component — a positive long-term net investment income,
taking into account inflation and administrative costs.

The problem of the small number of NPF members and the irregular payment of con-
tributions to accumulate pension savings could be solved in the long term by introducing
automatic enrollment in funds and an automatic increase in the size of contributions.
Automated pension plans are a concept implemented by the US and Australia in the early
1990s. In the 2000s, Italy, New Zealand, and the United Kingdom introduced such plans.

However, in Ukraine, the system of individual retirement savings can be implemented
only if certain prerequisites are met:

- the public should have a good understanding of and trust in non-government financial

institutions and instruments;

- there must be sound financial instruments and financial markets to stimulate domestic

investment and job creation;

- due to the high administrative requirements of the funded system, the private sector

must have significant administrative capacity.

The Cabinet of Ministers of Ukraine could also create new public financial instruments
with inflation protection, the nominal value of which is adjusted in accordance with the
consumer price index (CPI). Inflation-protected government securities could be issued
electronically for up to 5, 10, and 20 years.

In order to identify the impact of the effectiveness of the implementation of the coun-
try’s social policy for the purposes of developing social capital, it is possible to use a
four-factor model of the effectiveness and return on financial support for the development
of social capital. It makes it possible to identify the most significant factors of influence
(Hurochkina et al. 2021), which will help to carry out the managerial function of strategic
planning of the country’s social policy.

Consequently, the system of non-state pension provision is only at the stage of de-
velopment and does not encourage the population to save effectively for retirement. It is
too expensive and does not provide adequate investment income. The participation of the
population in it is scanty, and the perception by the majority of citizens is negative. How-
ever, in the case of successful implementation of the pension reform, one can expect its
rapid development in Ukraine. In the short term, given the time it takes to develop capital
markets and reliable financial instruments for investing pension assets, the government
should consider introducing tax-free, voluntary, automatic individual savings accounts in
banks. Such accounts could be modelled after the simple Individual Retirement Account
(IPA) system in the United States.
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International experience suggests that the design of retirement savings systems should

be based on five elements:

1. Soft enforcement in the form of automatic inclusion and automatic increase in
contributions can increase the number of participants in defined contribution pen-
sion schemes and help participants reach an acceptable contribution level. To get
people to save for retirement, you need to use the force of inertia.

2. Well-designed automatic default options (for passive investors) help people who
can’t or don’t want to choose their contribution rate, pension fund, investment
strategy, or pension product.

3. Simplification of information and choice encourages the population to make the
best choice. This can be achieved through web-based applications, reducing the
pool of investment options, improving disclosure, or facilitating the comparison
of available options.

4. To promote participation in private pension provision, it is advisable to expand
the use of financial incentives, since their strength is based on the human nature
of responding to immediate benefits.

5. Pay attention to fees to financial intermediaries that reduce real investment income
from pension investments.

5. Discussion

The system of pension provision in Ukraine is de jure three-level (Furdak, 2021), the
levels of which include two systems: the system of compulsory state pension insurance
(the first and second levels) and the system of funded pension provision (the second and
third levels) (Cheberyako & Bykova, 2020, p.45; Castro-Gonzalez et al., 2020; Bed-
narczyk et al., 2021). The first level — the solidarity system — provides a basic income
for a person after his/her retirement. The second level is individual pension accounts, on
which pension contributions of citizens will be taken into account during their working
life (Besedin& Berezina, 2017; Stashkevich, & Krasilnikova, 2018). The third level is
voluntary non-state pension provision, which can be provided by the following financial
intermediaries: banks, life insurance companies, and non-state pension funds (Figure 7).

However, currently, only the solidary pension insurance system and non-state pension
provision are functioning. The issue of implementing the second pillar has remained open
so far, and Ukrainians can only accumulate for retirement in a voluntary form. The obstacle
to the beginning of the transfer of insurance premiums to the Accumulation Fund from
January 1, 2019, was the requirements of the International Monetary Fund for approval
in the Memorandum of Cooperation with the IMF dated December 5, 2018. According to
the official text of the Memorandum, “We (Ukraine) will refrain from implementing the
funded second pillar of the pension system” (Zakon, 2016). This agreement was related
to the fact that the government of Ukraine should achieve a deficit-free budget for the
Pension Fund, and even under this condition, it is possible to divert financial resources
to create a second level of the pension system.
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PENSION SYSTEM OF UKRAINE
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Figure 7. Structure of the pension system in Ukraine

Source: compiled by the authors based on (Zakon, 2003a).

It is worth noting that, supporting the opinion of the IMF, the International Labor Or-
ganization also opposed the implementation of funded pension insurance in 2018-2019,
given the negative experience of the functioning of this system in Latin America and
Eastern Europe. It happened because pension fund deficits grew, administration costs of
funds were higher than predicted, and expectations regarding the promotion of the de-
velopment of capital markets did not materialize (Babenko-Levada & Morozova, 2020).

The overall goal of the non-state pension provision system is to increase the efficiency
of the pension system by forming pension savings in banks (Maj-Wasniowska & Jedynak,
2020; Achkasova et al., 2021), non-state pension funds (Levchenko, 2015; Achkasova,
2018; Luchko et al., 2019; Pukala et al., 2020; Jedynak, 2022) and insurance companies
(Ostrowska-Dankiewicz, 2019; Plonka et al., 2020; Polinkevych et al., 2021) for citizens
to receive additional pension payments through contributions and profits to increase their
social security (Lutsyshyn et al., 2019; Jedynak, 2020). In case of using the international
assessment of the poverty level of the population, according to which the cost of daily
consumption is set at USD 5 (up to 4300 UAH per month), then 85.4% of Ukrainian
pensioners as of January 01, 2021, received a pension in the amount lower, or at the level
of this limits — up to UAH 5000.

Other subjects of the non-state pension provision system are NPFs and insurance
companies, the advantages and disadvantages of which are systematised in Table 1.

The advantages of insurance companies in comparison with NPFs are the possibility
of obtaining a redemption amount, a wide range of insurance products, guaranteeing
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investment income at the level of up to 4%, as well as the payment of a pension in the
form of a life annuity, which in its content plays the role of pension provision, and the
available elements of insurance protection. The advantage of NPFs is that their assets are
diversified between various financial instruments, which ensures risk minimization and

protection of pension savings. However, since deposits are only possible in the national
currency, in the case of devaluation, the positive effect will be levelled and participants

will lose the amount of accumulated investment income.

Table 1. Advantages and disadvantages of life insurance companies and non-state pension funds in the

system of non-state pension provision

Non-state pension funds

Life insurance companies

Advantages

performed operations are associated
with a lower degree of risk, since the
directions for investing pension funds
are clearly defined;

the possibility of providing loans to
individuals on terms that are more
favourable compared to bank lending;

availability of tax benefits;

no link to retirement age

no link to retirement age;

insurers, in accordance with the pur-
chased life insurance policy, can guar-
antee the minimum amount of the future
pension;

is not a profitable organization, it has
only a current account, therefore it
subjectively has an advantage when
choosing.

the possibility of making a lifelong
payment of pensions, which is more fa-
miliar in terms of the essence of pension
provision;

possibility to choose investment cur-
rency;

the availability of a redemption amount,
that is, the opportunity to receive funds
in the case of early termination of the
life insurance contract.

Disadvantages

Non-state pension funds

Life insurance companies

no guarantee of the amount of investment
income received on pension assets;

it is not possible to provide life-long pay-
ments to fund participants, only urgent
(for a certain period), thus the essence
of pension provision is lost;

is a profitable organization established
in the form of a joint-stock company;

do not have tools for assessing the size of a
future pension, since it directly depends on
the profitability of pension resources con-
cluded by an asset management company;

the number of contributions is tied only
to UAH, as a result, there may be loss
of safety because of the depreciation of
the UAH.

ownership of pension savings comes
gradually, depending on the terms of
the contract, in NPFs and banks, where
pension savings immediately become the
property of the depositor.

Source: compiled by the authors.
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Thus, due to the volatility of the economy in Ukraine, as well as the lack of reliable
instruments for investing pension assets for NPFs and insurance companies, banking
institutions are the most promising. The reason is that in the case of bankruptcy of this
institution, the Deposit Guarantee Fund will reimburse the amount of the deposit pension
account in the amount of UAH 600 thousand.

On the one hand, the advantage of the bank is that it can guarantee profitability, and on
the other hand, the disadvantage is that the amount of income will be limited. However,
when participating in non-state pension provisions through the opening of a pension de-
posit account, the client’s insurance coverage is fully payable, unlike insurance companies
and NPFs. In addition, the pension deposit account is attractive, since its amount is not
included in the taxable income of citizens in accordance with subparagraph 41, paragraph
1, article 165 of the Tax Code of Ukraine.

From the standpoint of providing insurance protection, a life insurance contract is
the most similar product in terms of its economic essence, and from the standpoint of
obtaining a higher investment income from investing pension assets is NPF. In addition, a
special role is assigned to the NPF in the context of pension reform as a subject of funded
state pension provision, in which individual pension accounts of a second-tier participant
can be opened (Zakon, 2003a). Despite the rather low level of development of NPFs, it
is considered inappropriate to contradict these norms, since the involvement of NPFs in
state savings programs is a fairly common foreign practice.

According to the Ukrainian typology, NPFs are divided into open, closed, and corpo-
rate ones, which differ depending on the participants and founders. The main goal of the
refinery is to improve the efficiency of the pension system. The functioning and calculation
of NPF pension payments are shown in more detail in Figure 8.

Needless to say, that the study of non-state pension provision associated with the
vulnerability of the solidary system to political and demographic risks, should be contin-
ued in the direction of not only a review of the features of voluntary non-state pension
provision, which is vulnerable to inflation and bankruptcy. This will contribute to the
choice of subjects of non-state pension provision in terms of the reliability of financial
instruments into which pension assets will be financed, the possibility of guaranteeing
the payment of accumulated funds and contributions in the case of the institution’s liqui-
dation. It is so crucial to strengthen the social security of an individual and the state since
in any democratic society the interests of social security of states and individuals should
be correlated and harmoniously balanced.

6. Conclusion

The study allowed us to define the problems, obstacles, and major shortcomings of an
organizational and legal nature, and suggest recommendations for solving problems in
the development of non-state pension provisions in Ukraine.
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Figure 8. Scheme of functioning and accrual of pension payments of a non-state pension fund
Source: compiled by the author based on (Zakon, 2003b).

Ukraine needs to rethink its funded non-state pension system (3rd pillar) to prevent a
future pension crisis, and Ukrainian citizens need to focus on generating pension savings
to strengthen their social protection since the Ukrainian pension before the war was the
lowest in Europe: USD 460 in Poland and EUR 1,000 in France, while citizens of Ukraine

over 60 receive an average of USD 100.

The structural-functional method helped us to realize the place of the non-state pension
provision in the Pension system of Ukraine and the importance of its implementation. The
deal is that, currently, only the solidary pension insurance system and non-state pension
provision are functioning, while the issue of implementing the second pillar has remained
open so far. The need for structural reform of the pension system is also exacerbated
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under the influence of such negative factors as the low level of income of the country’s
population and inflation processes.

Analysis of the activities of banks, insurance companies, and NPFs in Ukrainian
realities showed us that there is such a shortcoming as an impossibility for consumers to
access financial services from non-state pension provisions due to some reasons: first/y, the
lack of public confidence, secondly, unpopularity among the population, thirdly, territorial
inaccessibility for the population, since non-state pension funds operate only in 8 regions.

The systematic method helped us to reveal the advantage of NPFs — their assets are
diversified between various financial instruments, which ensures risk minimization and
protection of pension savings, however, since deposits are only possible in the national
currency, in the event of devaluation, the positive effect will be levelled and participants
will lose the amount of accumulated investment income. Taking into account the volatil-
ity of the economy in Ukraine and the lack of reliable instruments for investing pension
assets for NPFs and insurance companies, banking institutions are the most promising,
since in case of their bankruptcy, the Deposit Guarantee Fund will reimburse the amount
of the deposit pension account in the amount of UAH 600 thousand.

Statistical, comparative, and systematic methods showed us that the growth trend
of NPF contributors and participants is positive since the population’s interest in the
voluntary pension system is growing. The pension contributions and fixed-term pension
payments also increased significantly. But the system of non-state pension provision has
been in stagnation for seven years, as evidenced by insignificant growth rates of pen-
sion contributions and assets, which limits their investment opportunities. However, the
dynamics is growing, which enhances the importance of NPFs for the socio-economic
development of the country.

Although world practice shows that increasing the amount and term of payment of
contributions is not enough if there is no main component — a positive long-term net
investment income, taking into account inflation and administrative costs.

The problem of the small number of NPF members and the irregular payment of con-
tributions to accumulate pension savings could be solved in the long term by introducing
automatic enrollment in funds and an automatic increase in the size of contributions.

The obstacles affecting the development of non-state pension provision, in our opinion,
are as follows: low financial awareness of the population and the low degree of spread
of financial services; distrust of clients to banking institutions, insurance companies,
and NPFs; low purchasing power (income) of potential participants in non-state pension
provision, which is associated with an unsatisfactory macroeconomic situation; lack of
awareness of clients about the possibility of participating in non-retained pension provision.

In the short term, given the time it takes to develop capital markets and reliable
financial instruments for investing pension assets, the government should consider intro-
ducing tax-free, voluntary, automatic individual savings accounts in banks. In addition,
the government could create new inflation-protected public financial instruments that are
denominated in line with the consumer price index (CPI).
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International experience suggests that the design of retirement savings systems should
be based on five elements: soft enforcement in the form of automatic inclusion in the sys-
tem and automatic increase in the level of contributions, well-designed automatic default
options (for passive investors), simplification of information and choice, application of
financial incentives, payment to financial intermediaries.

Thus, the prospects for the development of non-state pension provision in Ukraine are
associated with the advantages and disadvantages of the activities of its subjects, choosing
between which a potential participant in the system of non-state pension provision, first
of all, pays attention to the reliability of this institution (the NPF cannot be bankrupt)
and the guarantee of receiving pension payments in case of its bankruptcy (deposits are
guaranteed only by banking institutions), as well as the possibility of receiving funds in
case of early termination of the contract (redemption amount under a life insurance policy).

Further research is needed for theoretical and practical aspects of the study of non-state
pension provision in Ukraine under the war, which is accompanied by a deterioration in
the socio-economic situation in the country. This is reflected in the increase in the number
of those who have lost their ability to work and need social protection, and thus it leads to
an additional burden on the state budget. Since one of the obstacles to the introduction of
non-state pension provision is the low level of income of the population and its negative
trend, further research should be focused on finding ways for increasing entrepreneurial
activity (especially special support of small and medium-sized businesses) and trust in
financial institutions — participants in the system of non-state pension provision. These
areas of research and accordingly developed measures to improve non-state pension pro-
vision should be reflected in the state strategy for reforming the national pension system.
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