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Pension system is an important part of every country’s economy, with
a vast segment of the population relying on its effective functioning for
reaching their old-age care-free. The most precise actions that govern-
ments should take in order to consolidate their own pension system can
be found when analyzing countries originating from the same point - the
Soviet Union, but which arrived at contrasting results, because of the
actions they took — Georgia, Lithuania and Moldova.

A pension system is an organized system of collecting funds during
the working lives of employees in order to support their later retirement
from work by drawing regular periodic payments from those funds.

A pension system can be divided into four main tiers, two of which are
mandatory. Pillar 0 consists of programmes which offer the first layer of
social protection in old age and they often aim to provide some minimum
standard of living in retirement. In the first and second pillars the retire-
ment income is linked with past earnings or contributions and they intend
to balance the standards of living between the working life and retirement.
Finally, the third pillar represents a voluntary funded scheme, which at-
tempts to provide incentives for additional savings for retirement.

The pension system in Lithuania consists of three pillars: State so-
cial security system (Pillar 1), funded pension insurance (Pillar 2) and
voluntary pension insurance (Pillar 3). The pension system in Georgia
consists of a a universal pension (Pillar 0) financed by the budget and a a
funded Pillar 2 scheme, based on a 2+2+2 model. The pension system in
Moldova consists of the first pillar, which aims at smoothing the levels of
consumption after retirement, and of private pension funds (Pillar 3).

The pension systems of Georgia, Lithuania and Moldova have the
following common issues: an ageing population, low birth-rate, high old-
age dependency ratio (measured as the share of the population aged 65
or older relative to those aged 15-64), mass emigration, unemployment,
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high-employment in the informal sector and small contributions that do
not soothe consumption.

The issues of the pension system in Lithuania are: the markets of the
24 and 3" Pillar insurance are extremely concentrated, the conditions to
join the 2nd Pillar are rigid, there are too many reforms in a short period
of time (in the past 15 years there were 10 reforms of the social security
system).

On the other hand, the pension system in Georgia faces these proble-
ms: the universal old-age pension does not manage to cover the entire
population, disability benefits convert to an old-age pension at retire-
ment, there is no survivor’s benefit law for adults.

The pension system in Moldova has the following problems: there is
a significant pension gap between genders (approx. 500 MDL (= 25€),
with men obtaining, on average, a higher pension pensions are indexed
twice a year with no state revenues to support it, there are priviliged pen-
sions for the military and judiciary, the existing optional pension fund
(Pillar 3) which can not function (even though there is a legal framework
for the 3rd Pillar, the three existing companies cannot function mainly
because of the tax regulation of the funds).

To overcome these issues we recommend the following solutions:

e Moldova: reduce the exemptions from social contributions (for
the judiciary and military); reduce the pension gap between genders by
equalizing income; adjust the taxation mechanism of the 3rd Pillar in
order to make it more attractive to investors.

e Georgia: equalize retirement ages between men and women; incre-
ase the pension benefits; adopt the survivor’s benefit law for adults.

e Lithuania: stronger oversight of pension funds for investing in cor-
rect assets; pension funds to be invested in real economic sources with a
stable growth of investment projects’ size and value (e.g. infrastructure-
related, renewable energy sources).
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