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EXECUTIVE SUMMARY 
Kazakhstan inherited a costly and deteriorating defined-benefit (DB) pension system operating on the 
pay-as-you-go (PAYG) principle. Generous pension formulas, low retirement ages, a growing informal 
sector, widespread tax evasion and an economic recession during the initial transition period produced 
increasing pension arrears in both benefit payments and contribution collections, making the pension 
system inequitable and unsustainable. By 1996 arrears had reached 2.5 percent of GDP. In response, a 
reformed pension system, covering all workers, was launched in 1998. The pension reform was envisaged 
as an integral part of a triangular economic development strategy, also including privatization and the 
development of capital markets.  

The long-term objective of the reform is to transform the PAYG DB pension system into a fully funded 
(FF) defined-contribution (DC) one. After a transition period in which the old system is phased out and 
the new system fully developed, workers will receive their pension benefits entirely through the 
mandatory individual savings accounts that have been invested in the capital market. 

The pension system reform is nearing the completion of the sixth year of its implementation. Sufficient 
experience has been gained in the operation of the system, its institutions, the dynamics of its financing 
and it’s benefit implications, to support an early process of review and evaluation. This study reviews the 
experience gained, in the light of current conditions and projected outcomes, and draws conclusions about 
the likely medium and long-term consequences of the current design of the pension system. The report 
also provides recommendations for changes to the initial framework that would enhance the capacity of 
the reform to achieve the long-term goal of a sustainable, affordable and equitable pension system. 

KAZAKHSTAN’S PENSION SYSTEM 

Currently pensions originate from the two separate components of the system – the PAYG component, 
which pays benefits to those with work histories prior to 1998 and the  Fully Funded DC component, 
which provides benefits for service after 1998. The expenditures under the PAYG component are 
financed through a Social Insurance Tax of 21 percent of the payroll. The individual accounts of the FF 
DC component are funded by a mandatory 10 percent tax on the payroll of employees. The PAYG 
component will gradually disappear as the entitlement to PAYG benefits of younger cohorts diminishes. 
This transition is expected to be complete by 2043. In addition an Old Age Social Assistance program 
provides benefits on a means tested basis. 

The eligibility age for both pension and old age social assistance benefits is currently 58 years for women 
and 63 years for men. The PAYG component of the pension systems generally provides full benefits to 
men with 25 years of work history and to women with 20 years of work although some shorter periods for 
certain occupations and special conditions apply. PAYG benefits are prorated for shorter work histories.  

PAYG benefits are provided in equal monthly payments. A full benefit is 60% of the average monthly 
salary over a three year reference period.  This is increased by one percentage point for additional years of 
work up to a maximum of 75%. Benefits are limited by a maximum applicable reference wage that is 
currently 13,080 Tenge (about $90, calculated as 15 times a minimum monthly wage enumerate). 

All retirees who have at least three months of accrued benefits under the PAYG component are provided 
with a Minimum Pension Guarantee (MPG), currently set at 21 percent of the average wage. The MPG is 
prorated to years of participation in the PAYG system and therefore will gradually disappear with the 
phasing out of PAYG benefits. Historically only the MPG has been indexed to inflation. This led to a 
situation where shortly after retirement the majority of PAYG pension recipients received the minimum 
pension. In June 2003 a general PAYG benefit recalculation was carried out which led to a 23 percent 
increase of the average PAYG pension.    

The FF system provides benefits derived from the value of each individual account at the specified 
retirement ages.  These benefits will therefore be a direct function of contribution levels (directly related 
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to wages) and the interest and appreciation of the investment accounts. To this point payouts have been 
solely in the form of lump sums.  The reform law anticipates that in the future, as the FF system becomes 
dominant, benefit payouts will be in the form of monthly life annuities.  The design and operation of the 
future annuity system remains one of the central challenges of the reform 

Old-age social allowance pensions are granted on a means-testing basis to those not covered by the 
pension system. Currently this benefit amounts to 13 percent of the average wage in the economy. In 
addition to the old-age social allowance, there are two other types of social assistance benefits – disability 
and survivorship pensions. All social assistance benefits are financed form the Social Insurance Tax.  

The reformed pension system covers about 5 million people or more than 43 percent of the economically 
active population. Among the retired people, the PAYG component has a nearly universal coverage. Like 
nearly all of the transition countries of Europe and Central Asia Kazakhstan will experience a rapidly 
aging population over the next 75 years in which the retirement aged population will increase from the 
current 11 % to 26.4 %.  This demographic transition imposes a significant challenge for the future 
pension system. 

THE ANTICIPATED BENEFITS OF THE REFORMED PENSION SYSTEM.

Using the World Bank’s Pension Reform Options Toolkit (PROST) a projection of future benefits and the 
dynamics of the transition of the pension system was developed.  This projection is based on “sustained 
growth” economic scenario in which real non-oil GDP growth is anticipated to stabilize at 3% per year 
with real wage growth and inflation at 2.5% and 2.0% respectively. Demographic trends were derived 
from World Bank projections. The age-wage distribution is anticipated to gradually transition from the 
current relatively flat pattern characteristic of the early transition period to one in which the average 
worker attains a 1% per year increase in real wages in addition to the average wage increase related to 
overall economic growth. The current relationship of male and female earnings was held constant for the 
projections. 

These assumptions provide a conservative estimate of the outcomes of the reformed pension system when 
measured in terms of the capacity of the new Fully Funded system to provide income replacement. This is 
due to several factors including the projection of the future path of wage distributions which results in a 
rather steep age related wage increase compared to the current pattern and the assumption that gender 
wage differentials will remain at the present level. This steeper pattern of the age-wage distribution 
increases final wage relative to average career earnings.  This effectively lowers the assumed 
contributions in the early years and raises the final wage relative to projected account balances.  

A less pronounced age related wage increase would be closer to the current pattern but inconsistent with 
the experience in other transition economies or the current pattern in more developed countries. It would 
also result in a greater difference between interest rates (the rate of growth on account accumulations) and 
wage growth. All of these would interact in some rather complex ways to increase the projected value of 
pension savings accounts relative to wages and result in higher pensions. 

Preliminary sensitivity analysis indicates that the net effect of a flatter wage profile would be to raise 
projected income replacement rates by about 15% (not percentage points) in regard to final wage and 30% 
in relation to average wage.  This provides a rough means to estimate an alternative upper bound of a 
reasonable projected replacement rate.  A final wage replacement rate of 20% may therefore be 
interpreted to represent a range of 20% to 23% depending on what path of wage distribution is assumed 
for the future. A 20% of average wage replacement rate represents a range of 20% to 26%. 

These differences were not deemed to warrant a full presentation of alternative scenarios in the results 
because they do not alter the general nature of the findings. The report therefore provides only the results 
from the basic scenario with the expectation that these will be interpreted as a relatively conservative base 
case to illustrate the dynamics of the transition to the reformed system. 

Projections over a 75 year period were developed from the model to provide estimates of: 
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(1) The distribution of benefits among the two components of the system to illustrate the dynamics and 
timing of the transition to the reformed system 

(2) The value of projected benefits in terms of their ability to replace the final earnings of the average 
worker to evaluate the capacity of the reformed system to sustain consumption levels among 
retirees, 

(3)  The average benefits in comparison to average wages to provide a measure of the capacity of the 
reformed system to maintain retirees within the broader income distribution, a key issue in 
considering the political economy of the reform 

(4) The anticipated cost of benefits funded through the Social Insurance Tax to evaluate the future 
public financing requirements of the system and assess the capacity to finance potential policy 
initiatives within the pension system 

These projections indicate that the pension system will undergo a significant transition in the level as well 
as source of benefits. Currently, total pension benefits consist almost exclusively of PAYG benefits 
because nearly all retirees have accumulated sufficient work histories for full benefits under the old 
system. This will continue until 2020 when new retirees will no longer have the requisite years of service 
that entitles them to receive full PAYG benefits. The model indicates that after 2020 there will be a steep 
decline in the value of PAYG benefits because benefit levels (and equally significantly the Minimum 
Pension Guarantee) will begin to be pro-rated for service periods of less than 20 (or 25) years. 

The absolute and real value of pension benefits is expected to steadily increase over time. Beyond the 
next 15 years, pension benefits will not, however, keep pace with the rate of growth of the economy and 
wages even at the mid range growth levels on which the projections are based. When the value of average 
total pension benefits (converting FF accounts to an implied annuity) is measured as a share of the final 
wage of new retirees the future value of total benefits declines very rapidly as the transition begins to take 
full effect in 2010.  The projections indicate that the average wage replacement rate for new retirees will 
decline from about 50% in 2010 to about 21% by 2045. 

The dynamics of this precipitous decline demonstrate the essential character of the transition. The high 
replacement rates of the PAYG system (supported significantly by the minimum pension provided to low 
wage earners) are maintained in the initial decade of the transition because most retirees have full 
coverage under the old system. These will then rapidly decline when workers with less than 20 years of 
PAYG service begin to retire because their much lower PAYG benefit is only partially offset by the value 
of the Fully Funded Accounts. While the average wage replacement rate of PAYG benefits declines from 
about 40% to essentially zero from 2010 to 2045, the annuity value of the FF accounts increases only to 
about 21% of final wages when fully mature in 2030. The net effect is a reduction by more than half in 
the average wage replacement value of pensions under the reformed system.  

The overall decline is substantially driven by the steep decline in the value of women’s pensions. Female 
replacement rates are anticipated to decline from current levels above 50% (because many receive 
minimum pensions that provide very high replacement for low wages) to about 16% by 2045. This is due 
to the more direct relationship between wages and years of work in the FF system resulting in much lower 
accumulations for women in conjunction with the lower annuity values that result from a retirement 
period that is more than double that of men due to earlier retirement age and greater longevity.  In contrast 
male replacement rates will decline from current levels of about 40% (substantially constrained by the 
reference wage cap) to 30% after the transition when the value of the FF accounts face no similar 
limitation. These results, however, are solely on an individual basis and due to the fact that the majority of 
households are likely to include married couples will require household level analysis beyond the scope 
of this report to fully evaluate.  They do provide a means for direct comparison to the very different 
patterns of gender wage replace of the current system. 

The potential political challenge and future fiscal consequences of the reform is even more dramatically 
illustrated if future pension levels are considered in terms of benefits in proportion to average wages for 
all (or the stock of) retirees rather than new (or the flow of) retirees.  In 2010 the average retiree can be 
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expected to receive a total pension equal to a bit more than one third of averages wages.  By 2040 this is 
likely to have declined to just over 15% as the PAYG system is phased out and the value of annuities 
from the FF system, that are fixed at the retirement date, do not keep pace with a growing wage base. By 
this measure the value of women’s pensions will decline to only about 10% of the average wage, which is 
below the current level of social assistance benefits. 

This effect is illustrated through the simulations that indicate an increasing reliance on old age social 
assistance pensions. Current estimates are that only about 53% of the working age population will make 
contributions to the FF system.  The projections estimate that this will lead to the social assistance 
program providing benefits for 35 percent of retirement-aged population when the reform is fully 
implemented. 

The fiscal projections reflect all of these effects. As the publicly financed PAYG system begins to be 
phased out total pension costs rise to about 5% of GDP in 2011 due to the increasing impact of the 
minimum pension guarantee which becomes more important as periods of coverage under the old system 
decline for new retirees.  After 2011 total pension costs decline rapidly as fewer and fewer retirees qualify 
for PAYG benefits. This decline is partially offset by the increase in social assistance benefits that are 
projected to rise from the current  0.1 % of GDP to 1.5% by 2050 leading to a total pension cost of less 
than 2% of GDP at that time. 

More importantly from a policy perspective, total pension costs will decline from the current 20% of the 
total wage bill in the economy to less than 5% by 2040, indicating the potential for a reduction in the 
social insurance tax rate or the capacity to redirect some of these funds to enhancing the pensions of lower 
income workers who will experience very low benefit levels under the new system. 

OLD-AGE POVERTY AND THE PENSION SYSTEM 

According to the 2001 Household Budget Survey, the correlates of old-age poverty largely mirror those of 
general poverty in Kazakhstan. The risk of being poor is greater for the elderly who are unemployed or 
have short work history, are females, live in the South and East regions of Kazakhstan or in large 
households, are village residents, are less educated and are older than 70 years.  

Currently PAYG pension benefits constitute the principal source of monetary income for the elderly. 
Although the initial value of PAYG pensions varies considerably by age, gender and occupation, on 
average PAYG benefits are over 150 percent of the subsistence minimum. This, combined with the nearly 
universal coverage of the PAYG component among the elderly, explains why in 2001 poverty prevalence 
among pensioners was lower than for the rest of the population, and lower than that among retirement-
aged people who did not participate in the system1.

The projections indicate that the gradual replacement of the PAYG system by the FF system will lead to a 
significant decline value of net pension benefits, especially for women.  This is likely to lead to a greater 
prevalence of poverty among the elderly, especially women.  The loss of the minimum pension guarantee 
that currently provides a significant income support for elderly women will be a significant factor in 
increasing their vulnerability to poverty. The extent of this vulnerability will depend on the structure of 
elderly households and patterns of widowhood. 

Furthermore, if the old-age social assistance allowance remains at 13 percent of the average salary, and 
average female replacement rates fall to 10 percent of the average wage as the projections indicate, the 
incentives to avoid the effective 31% payroll tax for social insurance may substantially increase in the 
future.  This could result in much lower participation rates in the formal economy, lower rates of pension 
receipt under the new system and a greater reliance on social assistance pensions. 

1 Poverty among pensioners was lower than among the rest of the population, as shown by both the 1996 
Kazakhstan Living Standards Survey and the 2001 Household Budget Survey. According to the latest estimates, 15 
percent of Kazakhstan’s population is poor. 
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PENSION REFORM AND FINANCIAL MARKETS 

The reformed pension system also has significant implications for financial markets in Kazakhstan. The 
movement to Fully Funded pension savings accounts will accentuate the gap between the demand for and 
the supply of high-quality domestic securities. In 2003, the total volume of domestic corporate 
instruments (mostly corporate debt) available at Kazakhstan’s capital market was US$1 bln., 70 percent 
of which was owned by pension accumulation funds. It is expected that the aggregated value of individual 
accounts will continue to rise sharply from the current 13 percent of GDP, and will reach a steady state at 
around 70 percent of GDP in 2040. As the accumulation of pension assets advances, they will become the 
dominant institutional investor on Kazakhstan’s financial markets. This will have significant long-term 
implications for the growth of the financial sector and insurance industry. 

It is likely that the domestic financial market in Kazakhstan will not be capable of effectively absorbing 
the increasing accumulation of pension assets over the short term. At this early stage in its development it 
is important that the financial sector be well regulated and efficiently supervised. However, it is also 
important that the regulatory regime for the investment of pension assets, in the effort to guarantee the 
security of contributors, does not result in inefficient allocation of investment resources or constrain the 
diversification of the portfolios.  

From a macroeconomic perspective, Kazakhstan is currently facing two related issues – the currency 
appreciation and the management of its oil wealth. Two potential approaches to these issues are relevant– 
enhancing the domestic market and allowing greater participation in international financial markets.  

Domestic oriented approaches include: 

• The development and securitization of mortgage lending;  

• Resuming government borrowing on capital markets 

• The introduction of Kazakhstan Depository Receipts (KDRs); 

• The issuance of special government securities, which would be “targeted” to pension funds 
providing returns targeted to producing minimum levels of pensions.  

The first two approaches represent a reasonable way to address the gap. The second is consistent with the 
recommendation of the IMF and the intentions of the Government to cautiously relax its fiscal policy. 
However these measures alone would not satisfy the increasing demand for domestic securities. The 
second two options involve higher risks and the development of these products requires careful testing –in 
the first case because introducing a local bank as a custodian is not likely to improve the access to 
information about foreign companies whose KDRs are offered, but to add one more layer of 
intermediation and therefore costs. The special securities option would open the door for a “special 
relationship” between the Government and the stock of pension assets, which can be beneficial in the 
short run but most likely harmful to the interest of pension system contributors if the rates of return and 
the quality of the portfolio falls over time.  

The strong fiscal position and the continued economic growth, expected to be 9.3 percent in 2003, suggest 
that there are limited prospects for new public debt to be issued. However it would be reasonable for the 
Government to engage in some limited issuance of bonds to establish benchmarks and maintain the 
sovereign’s credit history. Considering the anxiety over the rising level of external as compared to 
domestic debt, the former being US$20 bn. in July 2003, it is likely that new funding will take place in 
domestic rather than international bond markets. It has to be noted that the expectation of an appreciation 
of the Tenge makes it profit maximizing for corporations to borrow in foreign currency instead of Tenge.  
Until new information enters the market, like new oil discoveries, changes to oil prices, or changes to 
Government policy and changes expectations, the large amount of corporate foreign borrowing has 
accelerated the movement of the exchange rate to its new equilibrium level.  Future exchange 
developments will depend on new information entering the market and could lead both to appreciation or 
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depreciation.  Under this circumstances, part of the corporate foreign debt could be refinanced in the local 
market and provide a new supply of instruments for the investment of pension assets. 

As far as the case of expanding the opportunities for the investment of pension assets on international 
financial markets is concerned, the major argument for pursuing this policy is the current inability of the 
domestic financial market to efficiently absorb the rising volume of pension assets, increasing the 
regulated margin of international investment may become imperative as international financial markets 
offer a significantly wider set of investment options. Should AFs and AMCs continue to face the current 
conservative investment regime, this may lead to further decreasing rates of return on pension assets. 
Furthermore, the strength of the exports and of the FDI flows in Kazakhstan create a favorable 
environment and can be expected to assist the process of full capital account liberalization, expected to 
take place in 2007. This process will be supplemented by the further improvement of the prudential 
regulation and the supervision of risk management in banks, AFs, AMCs and insurance companies, which 
the Government plans.  

The plans for full capital account liberalization require that the supervision capacity be aggressively 
developed to eliminate foreign investment constraints for pension assets. This would be the best way for 
regular members of the AFs to achieve diversification of their assets.  Most members have their own work 
as their main asset, an asset remunerated in Tenge, some will also have housing that is also valued in 
Tenge and their pension assets could be their only way to achieve international diversification. As 
mentioned above the expected appreciation is probably already built into the current exchange rate and 
over the long term periods involved in the pension savings the appreciation issue is not relevant.  To 
avoid problems with exchange rate fluctuations for those members of AF that are close to retirement, 
future reforms should include the option of different portfolios for older members. 

THE PAYOUT OF FUNDED BENEFITS 

The transition to Fully Funded accounts will soon require the development of a structured approach to 
developing policies and products that are able to effectively and efficiently transform the accumulated 
account balances into a stream of retirement income. The Pension Law stipulates that payouts will be 
made in the form of an annuity, however, at present no mechanism to achieve this is in place. The 
development of a comprehensive approach to establishing a payout system will be central to the 
implementation of the reformed system if its goals are to be achieved. 

The Government of Kazakhstan will need to make several key decisions regarding the FF pension system. 
Among these are decisions about the type of pension products or payout schemes that should be allowed. 
Alternatives considered in this report include annuities, programmed withdrawals (PW) and temporary 
withdrawals (TW). If a minimum pension guarantee (MPG) is kept, these different products may have 
different impacts on the incidence and size of the minimum pension supplements paid by the 
Government. 
 
There are many alternative products for the FF pensions, with advantages and disadvantages in terms of 
cost, longevity and investment risks, as well as the moral hazard arising when a MPG is provided by the 
Government.  The combination of these alternatives provides a continuum of options. 
 
Annuities are lifetime benefits provided by an institution, most commonly an insurance company, that 
bears both the longevity risk and the investment risk. The pensioner in exchange for his or her savings 
(individual account in the AF) buys a lifetime pension from the annuity company. Annuities can be fixed 
or variable, immediate or deferred, single or joint, and guaranteed or not guaranteed. 
 
Programmed withdrawals (PW) are a scheme under which the pensioner fully bears both the longevity 
and investment risks. In it, pensions will be calculated with the same formula used for annuities, but are 
recalculated every year. Unless short longevity is expected, PWs exhibit a downward payout profile.  
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If a MPG is considered, the minimum pension withdrawal scheme (MPW) is a good policy choice in the 
case of low-earning contributors. Under it, the FF pension payout should always be equal to the difference 
between the MPG and the amount of the PAYG  pension. The advantage for the Government is avoiding 
the need to supplement with Government funds the pensions from in at least the first years of retirement. 
Under MPW, the Government would delay its contribution until the pensioner’s private funds are 
exhausted. This is not a postponement of an inevitable outflow, but rather a reduction in the present value 
(and possibly absolute value) of these outflows. 
 
A fourth alternative is temporary withdrawals (TW) combined with a deferred annuity (TWDA). This 
choice presents an inter-temporal bridge between annuities (for which the insurer bears all risks), and PW 
(where the retiree bears all risks). It allows for a period of time during which TWs are made from the 
pension fund in a scheme very similar to the PW. Once this period of time is over, the pensioner starts 
receiving a lifetime annuity from an insurer. In this case, pensioners could either choose an immediate 
annuity or a deferred annuity with a TW, but will always be transferring the longevity risk and investment 
risk to an insurer. The Government would not have to pay for the worse case scenarios of abnormal 
longevity or poor investment performance under the PW scheme. 

 
A fifth product is PWs combined with an immediate annuity (PWIA). Under this scenario every pensioner 
can simultaneously buy two different pay-out schemes, i.e. the pensioner divides the funds in his 
individual account in two parts, one remaining at the AF and the other portion going immediately to the 
insurance company annuity.  

 
PWs, combined with a mandatory delayed annuity present the sixth product option. In this way the 
Governments may avoid the moral hazard problems that arise when PW is provided with MPG. The 
advantage of this alternative is that pensioners do not need to buy an annuity (immediate or deferred) 
immediately upon retirement.    

 
The Government has many options from which to choose valid alternatives for FF payout schemes. We 
suggest that annuities be chosen, since they provide good coverage against the longevity and investment 
risks faced by retirees, and by the Government itself, if it introduces a MPG. The TWDA is a good 
alternative, with almost the same features and advantages of the immediate annuity. The PWIA, again is a 
good solution, involving the acquisition of two simultaneous products, which together provide longevity 
and investment coverage, allowing for some upside on the performance of the funds. 
 
A solution which would offer the advantages of PW for pensioners with low life expectancy, such as 
cancer patients and workers in hazardous occupations, and the long term coverage of longevity and 
investment risk is the combination of PW scheme plus a delayed but at some time enforced annuity 
(PWMDA). Retirees are allowed to initially receive their funded pension as programmed withdrawals, but 
they would be required to either (i) immediately purchase an annuity to be paid when they reach, for 
example, the age of 70, or (ii) be required to purchase an annuity at the age of 70, or once the assets in 
their individual account fall to only a value sufficient to buy them an annuity equal to 110 percent of the 
minimum pension. The retiree could of course buy an annuity at any time before age 70 to replace the 
PW. It does not completely avoid the investment risk during the period of the PW, before the acquisition 
of the delayed annuity, both in terms of the performance of the pension fund and also in terms of the 
annuity factors to be applied when converting individual account balance into annuity payouts. 
Nevertheless, it should avoid the danger of the exhaustion of funds under the PW scheme, providing 
coverage of longevity and investment risk once the delayed annuity is bought. 

A related issue on which the Government has to decide is which type of institutions or companies will be 
allowed to provide these payout schemes. Choices vary from specialized annuity companies and life 
insurance companies, to AFs, AMCs, and banks.  The international practice is that annuities are provided 
by competing life insurance companies that are required to keep appropriate technical reserves to cover 
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the longevity and investment risks they have assumed. There are some advantages in allowing existing 
life insurance companies to sell annuities. Start-up costs would be minimal and pooling of risks with 
outstanding life policies would give them a better actuarial performance. Insurance companies require 
very strict technical reserve calculations, including mortality tables and interest rate assumptions. 
Solvency requirements are also very strict, with equity growing with the volume of technical reserves.  
Provision of PW can be done by AFs and other players in the financial market, like mutual funds and 
banks. No special reserves are needed because no longevity or investment risks coverage are provided. 
 
Finally, the Government needs to consider different alternatives for the market structure of second pillar 
payout providers. The options will depend on what choices and requirements retirees will face. The 
options include an openly competitive structure with several providers, a single provider, and a public 
clearinghouse with public or private providers of the benefits.  Again the international practice is that 
competing insurance companies provide the products but there are several countries that in addition 
introduce tightly regulated market mechanisms to ensure that desired social objectives are achieved.   
 
The decisions will also need to be made for three different stages of the reform. 
 

a. Until about 2020, when the PAYG scheme is still very important the key issues are how to move 
to in the FF scheme from the current system of a lump sum payout to a flow of payments.  For 
example temporary withdrawals (TW) over 3 to 10 years.  At the same time the foundations for 
an annuity industry need to be created by for example establishing the rules for an annuities 
market that would serve mostly those with higher incomes.  

b. In the period from 2020 to 2043, when the PAYG and the MPG are phased out, the problem of 
ensuring that retirees do not fall into poverty if their FF accounts are very low will become the 
central challenge.  Alternatives include supplements to whatever benefits the PAYG system still 
pays such as mandated annuities or minimum pension withdrawals (MPW) that allow the retiree 
to reach the minimum income benchmark. 

c. After 2043 a system of payouts needs to be in place that achieves the retirement objectives of the 
pension system.  There need to be instruments in place that alleviate old age poverty as well as 
instruments that offer reasonable and cost effective choices of retirement income provision. 

 
The exact definition of the payouts at each stage needs to be resolved taking into consideration the 
conditions in Kazakhstan, its institutions, and the evolving social and economic objectives of the 
Government of Kazakhstan. Although many aspects of the design of the payout phase remain open with a 
range of choices several basic recommendations emerge from an initial review of the issues. 
 
A phased approach to the development of the annuity market should be pursued with a reliance on open 
competition among insurance companies who are best able to diversify and manage mortality risk 
representing the best approach to keeping both costs and risks low. 
 
Joint and Survivor annuities should be established as the default form of annuity payouts from the Fully 
Funded system.  This will substantially address the wide differential between male and female pensions 
under the reformed system and minimize unintended inter household redistribution that might result from 
other types of changes such as the extension of the Minimum Pension Guarantee discussed below. 
 
A combination of withdrawals and required annuity purchases should be considered in structuring rules 
for the payout phase with several alternative representing viable approaches.  Whatever approach is used 
should be explicitly coordinated with any minimum guarantee to require workers with low account 
balances to take payouts in the early years of retirement that keep their income above the minimum level 
but do not permit account balances to be expended in manner that exploits the presence of the guarantee. 
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POLICY OPTIONS FOR FURTHER REFORMS 

In addition to the need to address the design and operation of the payout phase of the pension system as 
discussed above, there are two main areas in which changes and refinements to the pension system should 
be considered:  

1. Changes to the basic benefit and financing structure of the system, during both the 
transitional and fully implemented stage.  These should be aimed at improving the capacity of 
the system to provide adequate and equitable benefits; 

2. Improvements to the institutional and regulatory infrastructure to enhance the security and 
efficiency of the pension system.  

Several types of initiatives should be considered to improve the new pension systems benefit and 
financing structure. These represent potential “parametric” reforms that would retain the essential nature 
of the reform while addressing the identified problems of benefit distribution and adequacy. These could 
be undertaken individually or in combination and include: 

• The extension of the principle of a Minimum Pension Guarantee to the Fully Funded 
system through the establishment of a Minimum Pension Benchmark that would 
define a minimum framework for payouts and a level below which benefits would be 
subsidized to ensure that the new system achieved a basic level of poverty 
alleviation. 

• Raising the retirement age for women to 63 years to become equivalent to that of 
men; 

• Establishing incentives that will increase the participation on the funded system and 
raise the level of pension savings in the fully funded accounts for low-income 
workers. 

To ensure that the reformed system provides at least subsistence benefits to all participants the concept of 
the Minimum Pension Guarantee should be extended to the new system by carrying forward a benchmark 
level of income as a reference point for several aspects of the new system. This could be set at the current 
level of 21% of average wage and then indexed for prices, wages or some combination of the two. This 
benchmark should then be used to define permissible (or required) program withdrawals from FF 
accounts, annuity levels required before other withdrawals would be permitted and an income floor to 
which benefits would be raised for workers with insufficient accumulations in their FF accounts. 

The primary long-term challenge of the reformed system will be to maintain adequate retirement income 
rates for many low-income workers after the phase out of the PAYG system. The most direct means to 
accomplish this would be to provide a minimum annuity floor for the FF system.  This could be achieved 
by “topping up” the annuities derived from the FF accounts to a benchmark level such as discussed above.  
This sort of subsidy could either be done at the point of transition from the accumulation stage by adding 
to the account levels sufficient funds to purchase the required annuity or by providing an annuity to 
persons that had exhausted their account balances through program withdrawals. The latter approach 
would need to be coordinated with rules about the structure of permissible withdrawal rates. 

This type of subsidy would substantially raise the average level of income replacement at a relatively low 
fiscal cost because the amounts to raise annuities to the minimum would be small though widely applied 
to the large number of smaller account balances.  It would target costs directly to populations at risk of 
old age poverty and represent a more cost effective approach than a universally available demogrant. A 
preliminary analysis indicates that such an approach would cost only about 1.7 percent of the wage bill or 
0.65 percent of GDP when fully implemented, but could double the average replacement rate of women’s 
benefits, and would raise the overall average replacement rate by as much as a third. The presence of such 
a guarantee would also substantially increase the incentive for participation in the formal economy and 
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reduce future social assistance expenditures. The costs of such an approach could be reduced by means 
testing eligibility on a household basis. 

Increasing the retirement age of women from the current 58 to 63 (making it equivalent to that of men) 
would also significantly increase the capacity of the reformed system to maintain benefits above the 
poverty level for many workers.  Making retirement ages gender neutral is projected to raise average 
female wage replacement rates by 31% because it would simultaneously lengthen the accumulation phase 
and shorten the time in retirement. This would reduce the proportion of female retirees receiving a 
pension less than the minimum guarantee under the old PAYG system (21 percent of the average wage) to 
almost half of the projected level following the transition –from 48 to 27 percent. 

Such an increase in the retirement age of women would also have significant fiscal advantages.  It would 
reduce the PAYG component by an average of 0.5 percent of GDP for the period until 2018. In the 
medium term this policy will bring a fall in PAYG expenditures by 0.2 percent of GDP. This would 
potentially free resources that could be used to enhance the accumulation of low income workers in the 
FF accounts as discussed below. 

The problem of low replacements rates under the reformed system can also be addressed by initiatives to 
enhance the accumulation of contributions among low-income workers in their pension savings accounts. 
A number of potential approaches could be considered including the provision of tax credits transferred 
directly to the accounts of lower income workers, incentive oriented matching contributions or more 
broadly available one-time payments to younger workers when an account is initially established. 

These types of initiatives would have the advantage of providing substantial incentives for participation in 
the formal economy that could leverage a significant increase in other contributions to the pension 
system, lower future social assistance expenditures as well as a range of other positive effects. They 
would likely produce positive net gains in national savings because they would be targeted to groups 
unlikely to have other savings to displace and would increase funds within the capital markets. 

With the phasing out of the PAYG component, PAYG expenditures will fall as percentage of the covered 
wage bill - in 2013 by 4 percentage points and in 2023 by another 10 percentage points. This creates an 
opportunity to simultaneously decrease the social insurance tax burden on workers, and redirect some 
portion of the tax to funding the individual accounts. 

Improvements in the institutional and regulatory structure of the system should be considered in several 
areas: 

• Regulation of the investment of pension assets. The regulatory regime is primarily oriented to 
ensuring the safety of investments.  While this is necessary in the earliest stages of market 
development over the longer term it limits the capacity for diversification and higher returns. A 
planned relaxation of investment restrictions as the markets develop will improve portfolio 
efficiency and in part address the developing problems of a gap between pension funds 
requirements and the supply of investment products. A higher permissible level of foreign 
investments by the AFs would be a logical first step in such a process. 

• A broadening of the available domestics assets for the AF’s to invest in would also strengthen the 
system.  The introduction of Kazakhstan Depository Receipts (KDRs), the securitization of 
domestic mortgage markets and expanding the yield curve of government securities would 
expand the opportunities for portfolio diversification and risk management by the pension funds 

• The regulation on foreign ownership of accumulation funds is now limited to 25 percent of the 
total declared chartered capital of any open private fund. This makes the entry of foreign 
investors in the pension industry extremely difficult and will likely severely limit the ability to 
privatize SAF; 

• The development of a comprehensive legal framework to effectively protect the interests of 
contributors to pension funds whose license is revoked. 
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• The clarification of rules on what constitutes charter capital of the AFs. 

• The establishment of disclosure rules that provide contributors and beneficiaries with relevant, 
comparable and understandable information, regarding the investment of funds, the performance 
of the AF, and the criteria used for the selection of external service providers. 

• A clarification and tightening of the rules that currently permit interlocking ownership among 
AFs. Management companies and other related financial institutions to preclude problems with 
overt conflicts of interest in the operation of the system 

• Improvements in the assignment and tracking of identification numbers by the SPPC and the 
establishment of a direct process for workers to make elections among competing AFs rather than 
the current system in which the information is obtained through employers. 
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SECTION ONE 

KAZAKHSTAN’S PENSION SYSTEM 

OVERVIEW OF THE REFORMED PENSION SYSTEM 

The first section of this report presents a description of the main parameters, the regulatory, institutional 
and administrative structure of the reformed pension system.  

Old-age pension benefits are provided through the two elements comprising the pension system – (1) the 
PAYG component that currently constitutes the major source of pension benefits; and (2) the Fully 
Funded DC component now in its initial accumulation phase. The Fully Funded system will rapidly 
become the dominant source of retirement income with the PAYG system completely phased out within 
40 years.  

The reformed pension system began operation on January 1, 1998.  At that time benefit accruals under the 
old system ceased and all workers were required to participate in the new system through mandatory 
contributions into the new individual pension savings accounts. Retirees continued to receive their 
benefits under the old system and workers who had accrued benefits prior to that date retained the right to 
receive those benefits on reaching their respective retirement age in the future.  The residual benefits of 
the old system will be financed through the continued payment of a Social Insurance Tax of 21 percent of 
wages now applied to all workers (regardless of whether they had accrued any benefits under the PAYG 
system) that also finances several other types of social assistance and health benefits. 

The new system utilizes a centralized collection and record keeping system.  Employers are required to 
forward the Social Insurance Tax, contributions to the individual accounts and the associated identifying 
information to the State Pension Payment Center (SPPC).  Although the Social Insurance Tax was 
earmarked for specific benefits this has lost meaning over time and the funds are now simply transferred 
to the general budget which allocates funds for the payment of benefits under the PAYG system to the 
same institution. Social Insurance Taxes and contributions to the Fully Funded accounts are excluded 
from salaries and wages for income tax purposes.  Benefit payments from either type of pension are 
taxable as income. 

Mandatory Fully Funded pensions are financed by a contribution of 10 percent of wages, allocated to 
individual accounts in the newly established Pension Accumulation Funds (AFs). Each employee is 
required to choose one AF to manage his/her pension savings. These contributions are collected by the 
employer and transferred on a monthly basis to the SPPC which re-directs the funds to the AF designated 
by the employee. The mandatory pension contributions cannot be paid by third persons2 into the worker’s 
account. Workers are permitted to supplement the mandatory contributions with voluntary contributions 
to the accounts. On reaching retirement age individuals who choose to continue working are exempted 
from the mandatory contributions. There are 15 private pension accumulation funds (NSAFs) and one 
state accumulation fund (SAF) in Kazakhstan. The SAF was created as an alternative to the private funds 
and serves as a default AF for all who failed to designate a fund.  

Initially, each NSAF was required to contract with one Asset Management Company (AMC) for the day-
to-day management of its portfolio consistent with an investment strategy defined by the NSAF. AMCs 
were allowed to manage the assets of more than one NSAF. A recent change in regulations allowed AFs 
to manage accumulated assets on their own by creating asset management units within their 
administrative structure. This change acknowledged a general practice of common ownership for the AF 
and its AMC. This was also a step towards unification of the rules applied to the SAF and NSAFs. For the 
time being, however, AMCs continue to manage the assets of AFs.  

2 For instance it is impossible for parents to pay pension contributions to the individual account of their unemployed 
children. This rule does not apply to voluntary pensions. 
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Pension system coverage  
In 1996, the pension system covered 5 million workers, out of a 7.8 million workforce3. In 1998, when 
the pension reform was enacted and individual accounts created, the number of individual accounts was 
only about 3 million. According to Interfax-Kazakhstan, more than 3 million workers were participating 
in the pension system in 2002. Other studies indicate that the number of accounts grew to 5 million in 
2002 (see Figure 1). These differences can be attributed to the difference in estimating methods. 

 

Figure 1:. Number of Individual Pension Accounts in Kazakhstan, 1999-2002 
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The latest estimates based on corporate reporting data and statistics of enterprises show that in 2002 the 
economically active population in Kazakhstan was 7.4 million people, of whom 6.7 million were 
employed. Among the employed, 2.9 million regularly paid social insurance taxes4. Although the 
population that pays the taxes is not always the same, the number of people participating in the pension 
system can be estimated to be much higher, potentially as many as 5 million. In Chile, with a similar 
pension system, only around 50 percent of the work force is paying contributions at any point in time 
while the aggregate participation in the pension system is estimated to be close to 70 percent. Therefore, it 
is reasonable to assume that the pension system is covering more than 43 percent of the economically 
active population with a large number paying contributions on an irregular basis. Coverage is highest 
among the urban formal sector workers. Farmers, the self-employed, many small entrepreneurs, the 
temporarily unemployed and workers in the informal sector are the least likely to be contributing.  

The main reasons behind the sudden drop in coverage in 1998 is attributable to administrative problems 
the SPPC faced in creating the individual pension accounts and in assigning individual social insurance 
codes (SICs). The division of regulatory functions among different institutions, and the lack of regulatory 
experience, system supervision and information management capacities led to numerous cases of 
contributors not being issued SICs or contributors having more than one account. For example, in early 
2003 the SAF was operating about 700,000 accounts with unidentified owners, many of who are likely to 
hold accounts with one of the NSAFs. Furthermore, anecdotal evidence suggests that when workers 
switch pension funds5, their assets are not always transferred to the newly chosen fund, so some of the 

3 Andrews, E. (2001) Kazakhstan: An Ambitious Pension Reform 
4 S. Khakimizahanov, K. Mynbaev “Old age Poverty and Pension System in Kazakhstan, 2001” 
5 Large number of such switches is from SAF to one of the NSAFs 



14  

insured have more than one account. However, the most significant reason for the low coverage of the FF 
DC system is the tax regime that system which generates incentives for tax evasion. The burden of a 31 
percent social insurance tax rate on the earned income is often considered too high a price to pay for 
participating in the system in light of the expected benefits. 

ELIGIBILITY AND PAYMENT OF BENEFITS  

The legal and institutional framework for the reformed system is set forth in the Pension Reform Act of 
1998. This law set the terms for recognition of accrued benefits, imposed the mandatory pension savings 
requirement and established the legal and institutional infrastructure on which the new system would be 
based.  The Pension Law of 1998 was drafted to cover all aspects of the FF DC pension system. After its 
creation this law was amended on seven occasions by decrees in 1999, 2001, 2002 and 2003. However, 
certain important aspects of the pension system are still left unresolved. These predominantly concern the 
design of the payout phase of the pension system, the future of the minimum pension guarantee, and the 
prospective characteristics of social assistance pensions.   

General regulations  

Eligibility 

According to the Pension Law, citizens of the Republic of Kazakhstan, as well as non-citizens, 
permanently residing in the country, enjoy the right to old-age pensions upon meeting the eligibility 
criteria. Retirement-age people who continue to remain employed are also eligible to receive pension 
benefits. As of July 1st, 2001 retirement ages are 63 years for men and 58 years for women. At that age 
contributors become eligible to receive both their PAYG pensions and the right to access the savings in 
their individual accounts under the Fully Funded system.. The same age requirements generally apply to 
voluntary funded pensions, social allowance and survivorship pensions. Disability pensions are granted 
upon the certification of the person as Group I or Group II invalid.  

Payment of benefits

The State Pension Payment Center (SPPC) is responsible for paying PAYG pension benefits to all who 
reached retirement age and have paid the Social Insurance Tax for at least six months prior to January 1st,
1998. PAYG pension benefits are paid in equal monthly installments for life. 

The payout phase for the fully funded pension benefits has yet to be fully developed. Currently retirees 
receive their accumulated funds as a lump-sum. The Law envisages that FF pensions (mandatory and 
voluntary) will be paid out as annuities through insurance companies. According to the Law, only a 
person who has funds sufficient to provide him/her with a minimum pension is allowed to purchase an 
annuity. A regulation from July, 2003, specifies that retirees whose individual accounts are less than 20 
minimum pensions or less that 100,000 Tenge will receive their pensions as lump-sums. The Law also 
provides for inheritance of funds in individual accounts. Apart from these provisions no concrete 
arrangements are made (such as on the types of annuities to be offered and the annuity factor to be used). 
Designing the payout phase of the pension system is one of the most urgent challenges Kazakhstan faces. 
This issue is addressed at length in Section Five.  

State guarantee for pensions

The State guarantees the pensions for all who retired prior to January 1, 1998. For those who retired after 
this date, and who have continued to work for at least three months following this initial implementation 
of the reform, the State guarantees that their PAYG pension benefits will be at least equal to the minimum 
pension. For the Fully Funded accounts the Accumulation Funds are required to guarantee contributors 
that the real value of their contributions will be at least maintained, effectively ensuring that, over the 
working life of contributors, there is not a net negative return on aggregate contributions. The level of the 
minimum pension is set by the Government and adjusted on an ad hoc basis. As of June 1st 2003 the 
minimum pension was increased from 5,000 to 5,500 Tenge.  
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For accounts in the AFs, the Pension Law states that if the value of the account balance at the time of 
retirement is less than the aggregate level of contributions indexed to inflation, due to bad management on 
behalf of the AF, the AMC, or the custodian bank, the institution responsible is required to supplement 
the individual account of the retiree up to the real value of the contributions  

Indexation of benefits

PAYG pension benefits are supposed to be indexed on a regular basis to the consumer price index (CPI). 
Prior to the June 2003 general recalculation of PAYG benefits, which indexed all pensions to sector-
specific wage growth, only minimum pensions were indexed to inflation on an ad-hoc basis. 

PAYG benefit formula 

Complete old-age pension benefits

All men having a work record6 of at least 25 years and all women with a minimum of 20 years as of 
January 1, 1998 are eligible for the full service old-age pension benefit from SPPC, upon reaching 
retirement age.  

The Law provides for the following exceptions to this rule: 

1. Individuals who have lived for at least 10 years in the extreme and maximum risk zones of the 
Semipalatinsk nuclear testing site, during the period from August 29, 1949, through July 5, 1963, 
are eligible for full old-age pensions as follows: men upon reaching the age of 50 and women 
upon reaching the age of 45 with minimum work experience of 25 years. 

2. Women living in rural areas who delivered 5 or more children and have brought them up to the 
age of 8 are eligible for pension upon reaching the age of 53.  

Partial old-age pension benefits

Partial old-age pension benefits are awarded to those citizens who do not meet the work record 
requirements for full service old-age PAYG pension benefits. The size of the pension benefit is adjusted 
to the number of years worked prior 1998. 

Length-of service pensions

Military personnel and personnel of internal affairs bodies are eligible for length-of-service pensions if 
they are dismissed because of staff reduction or a health condition. Pension payments to military and 
internal affairs personnel with minimum 10 years of service as of January 1, 1998, are calculated at the 
rate of 2.4 percentage points of the salary received for every year of service. For every year of military 
and internal affairs service beyond 25 years pension benefits are increased by 2 percentage points. 

Rules on the work record for PAYG pensions 

The length of the work record should be certified by a work record book, or alternatively by a court 
decision, or by documents on the payment of insurance contributions to an AF. 

There are over twenty special cases for calculating work records, including provisions on child care, 
education, taking care of an invalid, seasonal labour, and activities during the Great Patriotic War7. Under 

6 The Pension Law of 1998 refers to “work (service) record”. For brevity we have adopted “work record”, to mean 
the same. 
7 When calculating the work history in the record, the following are treated as relevant:  
employment as per labour agreements, including military service; business activity;child-care period of non-working 
mothers until each of the children reaches the age of 3, with the total period not exceeding 12 years;training at the 
secondary, higher, and post-graduate levels, vocational and professional training, both within and outside the 
Republic of Kazakhstan; taking care of a Group I invalid, a single Group II invalid or an old-age pensioner (over 80 
years in need of assistance), as well as of an invalid child under 16 years injured by nuclear tests, ecological 
disasters, or infected with AIDS; disability period of non-working war invalids and persons equated to them; a 
period of unreasonable detention, or imprisonment, in case of subsequent rehabilitation, which is tripled in the 
record; work and military service in the areas neighbouring the Semipalatinsk testing site during the period from 
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these conditions the majority of those born before 1960 for women and 1955 for men are entitled to a full 
PAYG pension. 

Calculating PAYG pensions

The Pension Law stipulates that for contributors with full service working history, pension benefits would 
be 60 percent of the average of the monthly salaries received during any three successive years of work, 
preferably after 1995 to minimize the impact of inflation. For each additional full year worked, over full 
service and prior 1998, one percentage point is added to the replacement rate, up to a maximum of 75 
percent. The income base used to calculate the value of SPPC pensions cannot exceed 15-times the 
monthly base enumerate for the given year8, currently 13,080 Tenge equivalent to about US$90. 

According to the Pension Law, PAYG pensions were to be indexed to the average yearly CPI index. 
However, historically only the minimum pension had been periodically adjusted to inflation. Thus, due to 
the high inflation the country experienced9, the real value of old-age pension benefits gradually eroded to 
a point where in a few years after retirement the majority of retirees were receiving minimum pensions. 
This imposed the need for a general PAYG old-age pension benefit indexation and an indexation of the 
pension assessment base. In June 2003, the PAYG pensions for all who retired prior 2003 were subjected 
to a one-time indexation equal to the wage growth until the end of 2002 in the specific branch where the 
retiree worked. This resulted in a 23 percent increase of the average PAYG pension. However, the 
formula employed for this recalculation placed a low cap on the maximum pension. Consequently, now 
more pensioners receive benefits between the minimum and maximum pension, and due to the low 
maximum ceiling - a significant number of them de facto receive the maximum benefit.  

Mechanics

The June 2003 recalculation formula includes the following elements: a personal participation coefficient 
(PPC), the personal work history coefficient (PWH), the personal labor participation coefficient (PLP), 
the average monthly personal income, the base on which the pension was originally calculated (AMP), 
and the monthly average wages by branches of the economy (MAWBE), calculated for the period 1960-
2002. 

The PPC coefficient represents the ratio between the AMP and MAWBE for the year in which the 
pension was calculated. It has the effect of updating the wage history for increases that have occurred 
since retirement but does this by using a factor that is specific to the industry. PWH represents the years 
worked prior 1998 (as shown by SPPC data). The PLP coefficient is the PWH multiplied by the PPC.  

To establish the amount of the increase in the pensions, PLP is multiplied by MAWBE for 2002, which 
cannot exceed the 15-times monthly base enumerate set in the budget for 2003. The pension increase, 
calculated with the above formula, cannot exceed 75 percent of 15-times monthly base enumerate for 
2003, or 9,810 Tenge equivalent to US$70. The recalculated pension cannot be lower than the old pension 
or the new minimum pension of 5,500 Tenge. 

 

Given: 
New Pension = PLP x MAWBE for 2002 
PLP = PWH x PPC  
PPC = AMP/ MAWBE (last AMP year) 

August 29, 1949 through July 5, 1963 (tripled in the record), and from July 6, 1963 through January 1, 1992 
(multiplied by 1.5 for the record); 
other work, provided social insurance contributions were paid. 
8 The monthly base enumerate (MBE) is an administrative number specified in the budget for calculating PAYG 
pension benefits.  The MBE for 2003 was set at T 872. 
9 Period average inflation for 1998 was 7.1%, for 1999 – 8.3%, for 2000 – 13.2%, for 2001 – 8.4%, 2002 – 5.9%, 
and is expected to be 6.4% for 2003. 
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Therefore the new formula for calculating the increase in pensions is: 
New Pension = old pension x growth in MAWBE 
New Pension = PWH x PPC x MAWBE for 2002 , or 
New Pension =  PWH x AMP/MAWBE (last AMP year) x MAWBE for 2002 
 
Example 1:
A male pensioner, who worked as a teacher for 30 years and retired in 1998, would have previously 
received a monthly pension of 2,947.9 Tenge. Yet the previous minimum pension was set at 5,000 Tenge, 
which is the amount of pension benefit this person received. With the new formula his pension would be 
5,922.9 Tenge, which is above the new minimum pension of 5,500 Tenge. Thus, the increase brings him 
above the minimum pension. This is also an increase, which is acceptable since it is less than limit of 75 
percent of the 15-times MBE for 2003, set on the pension increase10.

Assuming: 
MAWBE 2002 = 12,698 Tenge (which does not exceed the 15-times MBE for 2003 of 13,080 Tenge) 
MAWBE 1997 = 6,320 Tenge 
PWH = 65 percent 
AMP = 95 percent of averaged MAWBE for the education sector for 1996 and 1997, divided by three = 
4,535.3 Tenge 
Old Pension = 65 percent of AMP = 2,947.9 Tenge 
New Pension = PWH x AMP/MAWBE ‘97 x MAWBE ‘02 = 5,922.9 Tenge 
 
Example 2:
A male pensioner, who worked for 30 years in the electro-generation industry and retired in 1998, would 
have previously received a monthly pension of 8,697.9 Tenge. With the new formula his pension would 
be 4,755.6 Tenge. Since according to the law, the recalculated pension cannot be lower than the old one, 
this pensioner would maintain his old pension. 
 
Assuming: 
MAWBE 2002 = 22,800 Tenge.  
Since this exceeds the 15-times MBE for 2003 of 13,080 Tenge, the same 13,080 Tenge is accepted as 
MAWBE for 2002. 
MAWBE 1997 = 15,550 Tenge 
PWH = 65 percent 
AMP = 95 percent of averaged MAWBE for the electro-generation industry for 1996 and 1997, divided 
by three = 13,381.4 Tenge 
Old Pension = 65 percent of AMP = 8,697.9 Tenge 
New Pension = PWH x AMP/MAWBE ‘97(2003 15-times MBE limit) x  
MAWBE ‘02 = 4,755.6 Tenge (which is unacceptable as it is lower than the old pension) 

Fully funded pensions 
Fully funded pensions can be mandatory and voluntary. Whereas the mandatory pensions are funded by a 
10 percent payroll tax, contributors are free to decide on the size of their contribution to their voluntary 
pension savings.  

Pensions from pension accumulation funds are paid to contributors who have accumulated pension 
savings in their individual pension accounts. Pensions from mandatory pension contributions are paid 
upon attaining retirement age. Pensions are also paid when the contributor becomes unemployed and does 

10 For this and the next calculations we assume that the average yearly pensions received were 95 percent  of the 
MAWBE for the same year. Data for MAWBE is taken from Government resolution No. 564 ( from 6/11/03)on the 
PAYG pension recalculation. The size of one base enumerate fixed in the state budget for 2003 is 872 Tenge. 
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not resume working, but has paid pension contributions for a minimum of 35 years. These are paid upon 
reaching the age of 55.  

Pensions from voluntary pension contributions to non-state pension accumulation funds are paid upon 
fulfilling any of the following conditions: 

1. Voluntary pension contributions have been accumulated for at least 10 years and the contributor 
has reached the age of 55. For certain categories, as determined by the Government, eligibility 
can be lowered to age 50; 

2. Disability; 

3. Loss of the bread-winner (the contributor to the AF); 

4. The conditions for eligibility for a SPPC pension; 

5. The conditions for eligibility for length-of-service pensions. 

Social assistance pension benefits 
Social assistance pensions, which include disability, survivorship and old-age social allowance pensions 
are provided by the State from the same 21 percent “social security” payroll tax that funds PAYG 
pensions. These may only received by persons who have ceased working. Retirement-aged individuals 
can receive either an old-age pension or a social assistance pension, but not both.  

According to the Pension Law, in addition to old-age retirement at 58 years for women and 63 years for 
men, people are allowed to retire in case they are certified as Group I or II invalids, or if they suffer 
injuries which permanently prevent them from participating in the labor force. If, at the time of retirement 
due to disability, the pension system contributor has accumulated benefit rights for service prior 1998, 
he/she receives a PAYG pension. This may be either a full pension if the service requirements are met or 
a partial pension corresponding to his/her years of service. This pension can be substituted with a 
disability pension, if the latter is larger.  If the disability retiree started working after 1998, and is not 
entitled to a PAYG pension, then in the case of retirement due to disability he/she can receive their 
funded pension. Disabled retirees, who did not participate in the pension system (due to unemployment or 
because of young age), may be granted a disability pension benefit. In 2002, 17 percent of all social 
assistance and pension recipients received a disability pension.  

The old-age social allowance pension covers all who do not participate in the pension system. In 2002, 
10.5 percent of pension recipients received a survivorship social allowance, and 0.7 percent – an old-age 
social allowance.  

Currently there are no provisions for the way social assistance pension benefits will be financed and paid 
out when the PAYG component disappears. Due to this and the limited number of recipients of such 
pensions, this report does not address social assistance pensions, exception in reference to estimating the 
future costs of maintaining the current level of social assistance pensions for individuals who are not 
projected to accrue a pension under the new FF system. 

INSTITUTIONAL STRUCTURE OF THE PENSION SYSTEM 

Pension Funds 
The primary function of the AFs include: (i) registering and accumulating contributions; (ii) 
administrating contributor’s accounts; (iii) providing information to contributors on their accounts; and 
(iv) setting investment guidelines when an AMC has been engaged to manage the portfolio. Each insured 
worker is allowed to change his/her AF, in which case all his/her pension assets are transferred in cash to 
the newly chosen fund.  

There are currently 15 private (NSAFs) and one public AF (SAF). The Government of Kazakhstan is the 
owner of SAF, which is a closed-end joint-stock company. SAF’s board of directors consists exclusively 
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of representatives of the government ministries and the National Bank of Kazakhstan (NBK). By law, 
NSAFs are private, closed-end (privately held) joint-stock companies. They may be structured as funds 
open to all contributors, or as closed corporate funds available to company employees only. Currently, the 
AFs are afforded broad discretion in establishing procedures for amending or terminating a pension 
contract and the transfer of accounts from one AF to another.  

At the beginning of the pension reform, SAF’s share in total number of contributors and total pension 
assets exceeded 50 percent. Since then, however, both have been steadily decreasing (see Table 1). 
Currently, the government is considering the possibility of privatizing SAF. 

 

Table 1: Pensions Assets by Pension Fund in Kazakhstan, 1999 

Pension Funds                                     
(by pension assets) 

Pension Assets  
1999                                     

(thousands of Tenge) 

Market 
Share 
1999 

Pension Assets  
2002                                

(thousands of Tenge) 

Market 
Share 
2002 

SAF 3,3867,142.0 52.5 70,703,873.6 29.1 
PF of Narodny Bank 10,599,293.2 16.4 53,950,335.3 22.2 
Ular PF* 4,034,062.0 6.2 
Umit PF* 3,595,979.8 5.5 

41,888,380.1 17.2 

Kazakhmys PF 2,451,237.1 3.8 8,257,157.0 3.4 
Senim PF 2,439,145.3 3.7 11,719,482.0 4.8 
KaspiMunayGas PF* 867,011.5 1.3 
ABN AMRO PF* 1,479,764.3 2.2 

17,154,653.1 7.1 

Kazakhstan PF 1,316,061.8 2 6,533,680.4 2.7 
NefteGasDem PF 1,179,794.7 1.8 5,705,131.8 2.3 
Narodny PF 930,140.1 1.4 4,428,669.6 1.8 
Valut-Transit PF 758,259.8 1.2 6,401,607.2 2.6 
Kurmet PF 601,451.0 0.9 9,791,359.7 4.0 
Kunaev PF 227,171.1 0.3 720,507.7 0.3 
Korgau PF 7,526.9 0.001 3,396,036.3 1.4 
TradeUnions PF 147,538.4 0.02 0 0 
Otan PF 0 0 1,661,713.6 0.7 
Phillip Morris Kazakhstan 
PF 0 0 591,289.6 0.2 
Capital PF 0 0 350,972.1 0.1 
Total Pension Funds 64,501,578.9  243,254,849.0  
*PFs merged during period

Source: Ministry of Labor and Social Policy 
 

While the share of funds accumulated in NSAFs increased, the market concentration among them fell. In 
1999 the assets of SAF exceeded the total assets of all NSAFs. In 2002 the total market share of the two 
largest NSAFs (PF of Narodny Bank with 22.2 percent and Ular Umit PF with 17.2 percent) surpassed 
that of SAF (29.1 percent). The share of the four largest NSAFs fell from 67.6 percent in 1999 to 53.7 
percent in 2002. The total number of NSAFs during this period remained unchanged at 15, but there were 
mergers and liquidations and new funds were established so the composition of the industry has evolved 
over time.  

Asset Management Companies 
The asset management companies (AMCs) are established as closed-end joint stock companies. The 
change in regulations allowing pension funds to directly manage the investment of their portfolios has 
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modified the role of AMCs as the exclusive brokers of NSAFs portfolios but has not substantially altered 
previous practices. The SAF is left unaffected by the new regulations because it is investing its assets 
independently, with occasional help from NBK 

Since 1999, 8 private AMCs have been operating in Kazakhstan. The increase in the share of the NSAFs 
in the total pension assets has lead to an increase in the share of assets managed by AMCs (see Figures 2 
and 3). However, unlike NSAFs, which show a trend to lower market concentration, the market share of 
the three largest AMCs increased from 69 percent of the privately managed pension assets in 1999, to 75 
percent in 2002.

Figure 2: Pension Assets in Kazakhstan by AMC, 1999 
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Figure 3: Pension Assets in Kazakhstan by AMC, 2002 
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Custodian Banks 
The role of the custodian banks is to ensure the safekeeping, the valuation, the collection of dividends and 
interest, the payment of taxes, the execution of transactions, and the audit of pension assets. The 
custodians are commercial banks. The NBK serves as a custodian to the SAF, as well as to several 
NSAFs. In 2003, seven commercial banks acted in this capacity, two more than in 2000. Figures 4 and 5 
show the market shares of custodian banks. The decline in the market share of the NBK between 2000 
and 2002 (from 42 percent to 29 percent) is due mainly to new entrants and the declining market share of 
SAF. For the same period, the total market share of the two major custodians (Narodny Bank and ATF 
Bank) increased only by one percent.  

Figure 4: Pension Assets in Kazakhstan by Custodian Bank,2000 
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Figure 5: Pension Assets in Kazakhstan by Custodian Bank, 2002 
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THE REGULATORY STRUCTURE OF THE PENSION SYSTEM 

Initially the activities of the AFs, AMCs, and custodian banks were regulated and supervised by different 
entities. Regulatory experience, as opposed to experience with direct state control, was scarce in 
Kazakhstan, and the rationale for this separation of responsibilities was to utilize all existing regulatory 
experience by assigning different functions to the agencies with the most experience in the relevant 
areas11.

At the beginning of the reform a Committee for the Regulation of Pension Funds, reporting to the 
Ministry of Labor and Social Policy, was responsible for licensing and supervising NSAFs. The 
Committee’s functions were: (i) regulating NSAFs operation, accounting, reorganization, and merger and 
liquidation; (ii) approving pension contract practices; (iii) ensuring confidentiality of individual accounts; 
(iv) safeguarding inter-fund account transfers; and (v) regulating benefit payments. The National 
Securities Commission was in charge of: (i) licensing and supervising AMCs; (ii) regulating the 
investment activity of NSAFs; and jointly with the National Bank of Kazakhstan – (iii) licensing and 
supervising custodian banks.  

In 2001 the functions of these governmental bodies were transferred to the National Bank of 
Kazakhstan (NBK). The Government plans to create an independent Financial Sector Supervisory 
Agency in January 2004 based on the NBK department currently dealing with these issues. It is hoped 
that these reforms will bring about stronger supervision and enforcement, as well as better monitoring of 
the system. 

Collection and payments 
The State Pension Payment Center (SPPC) collects both the 10 percent contribution to the funded 
individual accounts, and the 21 percent “social security” tax that finances the PAYG pension, disability, 
survivor, and social assistance benefits. Although it was originally intended for the “social security” tax to 
decrease as transition financing requirements fall, no specific provision for this to occur are presently in 
place.  

The SPPC assigns FF contributions to the AF chosen by the contributor – a function similar to the role 
played by clearing houses in other pension systems. While the Clearing House in countries such as 
Sweden and Croatia collects information on the choice of funds directly from contributors, the SPPC 
collects this information through the employers. 

SPPC also assigns social identification codes (SICs) to citizens and produces computerized reports on the 
status of the pension system. SPPC is also responsible for paying PAYG pensions  

Regulations on pension assets 
Regulation regarding ownership and use of pension accounts 

As there was no trust law in Kazakhstan, initially personal pension accounts were not property of the 
contributor. This was corrected by later amendments to the Pension Law. Pension accounts cannot be 
used by the contributor, the AF, the AMC, or the custodian bank in case of liquidation or bankruptcy.  

Pension assets are the legal property of the contributor and can be used solely for payment of pensions, 
investment in financial instruments, transfer to a different AF, and return of contributions in case of 
errors. 

In case of death of a contributor, the Law allows for the accumulated funds to become part of her/his 
estate. Furthermore, in such a case the AF is to pay a lump-sum funeral allowance of up to 15-times 
MBE, but not exceeding the balance of his or her personal account.  

11 E. Andrews (2001) Kazakhstan: An Ambitious Pension Reform 
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In the case of corporate AFs (such as the Kazkakhmys AF), a termination of a beneficiary’s labor contract 
with the legal entity is considered grounds for cancellation of the pension contract with the corporate 
pension accumulation fund. 

Regulation of the investment of pension assets

Both the state and the private pension funds were initially required to invest a minimum of 50 percent of 
their assets in government securities. SAF was allowed to invest up to 40 percent of assets in national 
(state-owned) bank deposits, and up to 10 percent in the issues of international financial institutions. In 
addition to bank deposits NSAFs were also allowed to place up to 30 percent of assets in Class A 
corporate securities, that are listed on the Kazakh Stock Exchange (KSE) and are issued by corporations 
having at least a year of audited financial statements. 

To facilitate the investment of pension assets abroad, the government recently increased the limit on the 
shares of privately managed assets that can be invested in foreign government and corporate securities - 
from 10 percent to 20 percent, while still allowing an additional 10 percent to be invested in IFI securities. 

As of September, 2003 several changes in the rules governing the investment of pension assets came into 
force. The new rules do not change the limits, but the available options for investment of pension assets. 
The SAF is now given the right to invest assets in corporate securities, and is expected to bring its 
investments in second level banks and IFI securities in line with the new regulations within six months. 
Moreover, the European Investments Bank is now included in the list of IFIs whose securities are 
permitted investments.  

The investment of pension assets in non-governmental securities, issued by foreign organizations with 
Kazakhstan shareholders (special purpose vehicles) is prohibited. The conditions for investing pension 
assets in securities of second-tier banks have also been changed. It is required that these securities: (i) be 
issued by a resident branch of the bank in cases where the head bank is not resident, and (ii) have 
individual rating of not less than “A”, according to the requirements of Standard & Poor's and Fitch, or 
“A2”rating according to Moody's Investors Service standards or at the date of placement the securities 
they are given  an “A” rating by the trades organizer. 

Regulations on the returns on pension assets

Contributors are guaranteed a rate of return not below the lesser of (i) 50 percent of the average real 
returns for all AMCs; or (ii) the index of average returns for all AMCs, less two percentage points. 

Administrative charges of AFs and AMCs 
NSAFs’ charges were initially fixed at no more than one percent of contributions and 10 percent of 
investment income. AMC’s fees were fixed at 0.15 percent of contributions, and 5 percent of investment 
income.  

Recently, the structure of the administrative charges for AFs was modified. Ceilings for charges were set 
at no more than 15 percent of the investment income and a maximum of 0.05 percent of pension assets 
per month. The National Bank of Kazakhstan was assigned the responsibility to annually determine (with 
the Government’s approval) limits on charges, which have to be defined at least one month prior to the 
new calendar year. For 2003, the limits were set at 15 percent of the investment income and 0.02 percent 
of pension assets per month. In the first quarter of 2003, given a generally low rate of return, this resulted 
in charges of the same magnitude as under the old limits  

Charter capital and shareholder status for AFs and AMCs 
In 1999 the minimum charter capital for legal entities, international companies with registration in 
Kazakhstan, and/or individual citizens of the Republic of Kazakhstan creating, owning and operating a 
NSAFs was set at 90 million Tenge (US$ 631,202) for the open funds, and 20 million Tenge (US$ 
140,267) for the closed or corporate AFs. According to the Law, the charter capital of NSAFs is separate 
from the contributor’s accounts, but it cannot be used as a repository to make up for poor performance. 
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There is no precise distinction between the charter capital, the operating capital, and the reserves of the 
NSAFs. Since 2000 the minimum charter capital of AMCs has been of 150 million Tenge (about US$ 1 
million). 

Recently, these regulations were also amended. Non-resident legal entities were allowed to become a 
founder or shareholder of a NSAF or AMC. To do so, they have to meet certain requirements, including a 
rating level. The list of acceptable rating agencies and the minimum rating level are to be set by an 
authorized government body. At least one third of the members of the board of directors and the top 
management should be residents of Kazakhstan. Non-resident members of the board of directors and top 
management should provide evidence of three or more years of relevant experience. The law sets a ceiling 
for foreign involvement at 25 percent of the share of the total declared chartered capital of all open 
NSAFs. The ceiling for AMCs is 50 percent. A special provision is applied to legal entities registered, or 
having affiliated members registered, in offshore zones. These entities are not allowed to be a founder or 
shareholder of a NSAF or an AMC. 
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SECTION TWO 

PROJECTION OF BENEFITS FROM THE REFORMED 
PENSION SYSTEM  
This section of the report utilizes the World Bank’s Pension Reform Options Toolkit (PROST) model to 
evaluate the anticipated future benefits of the reformed pension system and provide information about the 
dynamics of the transition from the PAYG to the Fully Funded system.  This is intended to identify 
potential policy issues related to the level and distribution of benefits as the reformed system becomes 
fully implemented over the next 50 years. The section begins with a description of the economic scenarios 
on which the projections were based and discussion of the underlying demographic factors that will 
determine the future financing and benefits of the pension system. This is followed by a more detailed 
description of projected benefits that considers the overall level and composition of benefits, their 
capacity to replace the earnings, benefits in relation to average earnings in future periods and the implied 
financing requirements of the reformed system. To provide alternative perspectives on benefit adequacy, 
anticipated average benefits for future years are considered in the context of the value of benefits for new 
retirees for each year (the flow of new benefits) and also in relation to the benefits received by all retirees, 
including all those who retired in previous years (the stock of benefits). 

ECONOMIC SCENARIOS FOR PROJECTIONS  

The relevant period for the analysis of a pension reform is 50 to 75 years, the length of time that it will 
take for the new system to fully replace the old system and for the reformed system to mature to the point 
that the dynamics of its benefits and financing can be reliably determined. Underlying any analysis of 
long-term effects are the broader economic conditions under which they will occur. Under the best 
conditions economic projections are highly unreliable. Therefore, projections are based on a range of 
scenarios rather than a single projection of the future of the economy. There is no expectation of accuracy 
on a yearly basis, however, on an aggregate basis and by averaging out the differences over the long run, 
the scenarios are a reasonable representation of the potential path of the economy. 

Kazakhstan is undergoing a rapid economic transformation making the formulation of scenarios for the 
very long term very difficult. Initially three scenarios that attempted to bound the likely range of 
outcomes and provide a mid range best estimate of long term prospects were considered along with 
several potential demographic paths. This ultimately lead to the adoption of a single central projection for 
both of these inputs on which the modeling is based. 

The economic scenarios (see Table 2) considered covered only Kazakhstan’s non-oil economy where it is 
expected that almost all workers will be employed. They were: 

1. A “Dutch disease” scenario.  

2. A strong growth scenario.  

3. A sustained growth scenario. 
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Table 2:Economic Scenarios 

Strong Growth 

2002 2006 2015 2025 2050 
Real GDP Growth 7% 6% 5% 4% 3.5% 

Wage Growth 11% 6% 5% 3.5% 3.4% 

Real Interest on Individual Accounts 6% 4% 4% 4% 4% 

Dutch Disease 

2002 2006 2015 2025 2050 
Real GDP Growth 6.2% 3.5% 2.1% 1.3% 0.6% 

Wage Growth 6.2% 3.5% 2.1% 1.3% 0.6% 

Real Interest on Individual Accounts 8.3% 8% 5.8% 4% 4% 

Sustained Growth 

2002 2006 2015 2025 2050 
Real GDP Growth 6.2% 3.5% 3% 3% 3% 

Wage Growth 6.2% 3% 2.5% 2.5% 2.9% 

Real Interest on Individual Accounts 8.3% 8% 5.8% 5.8% 4.9% 

The strong growth scenario was determined to result in an economy where the relevant policy issues were 
largely unrelated to the performance of the reformed pension system. Decades of very high wage growth 
together with interest rates that are below or very close to the rate of wage growth turn issues like savings, 
acquisition of durable goods, homeownership, asset management, capital flows, and personal debt 
management into the key issues related to life time consumption smoothing. The net present value of the 
wealth of workers is very high if wage growth is sustained at the interest or discount rate. The 
development of the pension system becomes just one, and not necessarily the most important, element in 
this equation so this scenario is not included in the analysis.  

The case of Dutch disease, surprisingly did not exhibit trends widely divergent from those in the sustained 
growth scenario. However, the levels of salaries, pensions and the macroeconomic aggregates were very 
different. Because the involved macroeconomic assumptions were deemed unlikely to be sustainable or 
correct and at the same time the scenario did not provide new insights into the analysis, this scenario was 
not further pursued.  

The sustained growth scenario is based on the experience of the non-oil sector of other resource rich 
countries during periods of sensible economic policies and management. The scenario is intentionally 
conservative because its main objective is to highlight the key issues in Kazakhstan’s pension system and 
not to be an accurate prediction of Kazakhstan’s economic development. The projections of the 
conversion of pension savings account balances into retirement income are made using sex-specific life 
expectancy tables.  Although no policy decision has been made regarding the annuity payout from the 
system results are presented in this way to demonstrate the dynamics of the transition to the new system  
because of the gender difference in longevity at retirement. The macroeconomic assumptions on which 
projections are based are presented in Tables 3 and 4.  

After careful analysis only the mid-range “sustained growth scenario” is used in this report. This decision 
was based on an assessment of how well the scenarios provide a base for the analysis of the most critical 
issues for the pension system.  
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Table 3: Assumptions for Projections 

PAYG Pension Indexation to inflation 
Funded Pillar Annuity Indexation to inflation 

Minimum Pension Indexation to wage growth 
Social Pension Indexation to wage growth 

Maximum Pension Indexation to wage growth 
Average Length of Service at Retirement (males) 36 years 

Average Length of Service at Retirement (females) 28 years 
Decrease in Interest Rate at the Decumulation Phase 1.0% 

Table 4: Macroeconomic Assumptions for “Sustained Growth”  Scenario 

Year 
Real GDP 
Growth  

Wage 
Growth 

Growth of Total Number of 
Contributors  

Inflation 
Rate  

Real Interest on 
Individual Account  

2003 6.2% 6.2% 0.0% 5.7% 8.3% 

2004 5.5% 5.0% 1.0% 5.7% 8.3% 

2005 4.9% 4.4% 1.0% 3.0% 8.3% 

2006 3.5% 3.0% 1.0% 2.0% 8.0% 

2007 3.6% 3.1% 1.0% 2.0% 7.8% 

2008 3.1% 2.6% 1.0% 2.0% 7.5% 

2009 2.9% 2.4% 1.0% 2.0% 7.2% 

2010 3.1% 2.6% 1.0% 2.0% 7.0% 

2011 3.0% 2.5% 1.0% 2.0% 6.8% 

2012 3.0% 2.5% 1.0% 2.0% 6.5% 

2013 3.0% 2.5% 1.0% 2.0% 6.2% 

2014 3.0% 2.5% 1.0% 2.0% 6.0% 

2015 3.0% 2.5% 1.0% 2.0% 5.8% 

2016 3.0% 2.5% 1.0% 2.0% 5.5% 

2017 3.0% 2.5% 1.0% 2.0% 5.3% 

2018 3.0% 2.5% 1.0% 2.0% 5.1% 

2019 3.0% 2.9% 1.0% 2.0% 4.9% 

2050 3.0% 2.9% 2.0% 2.0% 4.9% 

DEMOGRAPHIC TRENDS 

As is the case with most of the transition economies in the region Kazakhstan is undergoing fundamental 
demographic changes. During the 1980s the demographic structure of Kazakhstan largely facilitated a 
PAYG pension system as the share of retirement-aged people was much smaller than that of those 
actively participating in the work force. Towards the end of the decade this began to rapidly change as 
increased longevity began the process of population ageing. In 2001 the life expectancy at the retirement 
age of 58 years for women was 19.6 years, in 2050 it is expected to be 25.8 years. For men at the 
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retirement age of 63 years in 2001 expected longevity was 10.7 years. By 2050 it is expected to increase 
to17.1 years (see Figure 6).  

 

Figure 6:: Life Expectancy at attained age in 2001 and 2050 
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Driven by the longevity increases beginning in about 2010 the age structure of the population will begin 
to change significantly as the share of the retirement age population increases from 10% to 29% by 2075 
as shown in Figure 7 below.  To a large extent this transformation will be the result of a rapid increase in 
the share of retirement age women. In 2001 retirement-aged women were 7.7 percent of the general 
population, and retirement-age men – only 3.1 percent. In 2030 it is expected that retirement-aged women 
will constitute 11.8 percent of the general population, while retirement-aged men will be 4.3 percent of it. 
The corresponding figures for 2075 are 17 percent for women and 9.4 percent for men. 

Figure 7: Demographic Structure of Population 
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A key element of this will be a large increase in the proportion of very elderly women, most of who will 
be widows due to higher mortality rates for men at equivalent ages throughout the period. In 2001 only 11 



29  

percent of retirement-aged men were older than 75 years. For the same year, 20 percent of retirement-
aged women were over 75. In 2050 their share will increase to 31 of all elderly women, whereas in the 
case of men – only 19 percent of them will be older than 75 in 2050 as shown in Figure 8. 

 

Figure 8: Demographic Structure of Retirement-Aged Population 
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This underlying demographic transformation will lead to a steady increase in dependency ratios as shown 
in Figure 9 below. In 2001 retirement-aged people constituted 17.4 percent of Kazakhstan’s population, in 
2030 this will increase to 30 percent, and in 2070 rise to nearly half the population at 48 percent.  

 

Figure 9: Per Cent of Population Over Retirement Age 
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Another key issue affecting pension outcomes is the anticipated wage structure because patterns in the 
level of earnings will determine the amount of contributions to FF accounts and the wage base on which 
FF pensions are calculated. Figure 10 shows this distribution for 2001. This clearly illustrates the gender 
wage differential with average male earnings of 21,887 Tenge compared to 12,444 Tenge for women. 
Figure 10 also shows that women are concentrated in the lower quintiles compared to the broader 
distribution for men. The current data indicate that 55 percent of women earn income lower than the cap 
placed on the wage base for the calculation of PAYG benefits compared to 20% of men, a characteristic 
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that is of major consequence to the dynamics of the transition to the Fully Funded system. It is assumed 
that this gender wage differential will persist over the period of the projections with women’s earning 
remaining well below the level of men’s. 

 

Figure 10: Wage Distribution of Population in 2001 
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The distribution of wages by age is also a primary determinant of any pension system’s outcomes. 
Kazakhstan is anticipated to undergo a transition in the age profile of earnings similar to that of other 
transition economies in which the current flat age-earnings profile is gradually replaced by a positively 
sloped pattern that provides about a 1% real wage increase with each year of age when fully complete. 
Figure 11 presents the current and expected age-earnings profile used in the modeling expressed in 
multiples of the minimum wage. The assumed age-wage profile results in significantly lower wages in the 
early years of work and higher levels at older ages.  The evolution over the transition period of the wage 
profile in conjunction with the transition in age composition of the population also results in varying 
relationships of average wages to assumed interest rates that effects the projections. 

This has a range of impacts on projected pension outcomes depending on the measure used for evaluation. 
The pattern shown below, because it implies higher wages at older ages and lower wages (and therefore 
contribution levels) early in the working life results in a relatively conservative estimate of the capacity of 
the Fully Funded system to replace income at retirement.  Although there is great uncertainty about the 
future path of wage growth in Kazakhstan this assumption was used to provide a reasonable, but cautious, 
assumption of the outcomes of the reformed system. The sensitivity of the assumption on the results of 
the projection is briefly discussed later in this section in the context of the presentation of results. In 
general it was not deemed to alter the nature of the findings so alternative age-wage profiles are not 
presented in this report. 
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Figure 11:  Current and Future Average Wage by Age (in terms of minimum wage) 

-

1.00

2.00

3.00

4.00

5.00

6.00

7.00

8.00

17 21 25 29 33 37 41 45 49 53 57 61 65

male, 2001

female, 2001

female, 2030

male, 2030

Age

 

THE PROST MODEL 

To estimate the benefits that the reformed pension system can be expected to yield over the next 75 years, 
the macroeconomic projections for the sustained growth scenario and the underlying wage and 
demographic projection, as well as the characteristics of the two elements of the pension system were 
applied to the World Banks’ Pension Reform Options Simulation Toolkit (PROST) model. The 
simulations illustrate the likely path and dynamics of the benefits that will be derived from both the 
PAYG and Fully Funded components, and provide a framework for the evaluation of the overall benefit 
levels, their distribution and likely fiscal consequences. These in turn provide the basis for the 
formulation of policy measures aimed at improving the performance of the pension system.   

It is important to keep in mind the simulations undertaken were only for a static projection of the 
development of the pension system Exogenous demographic and economic inputs were used and there 
was no attempt to estimate interactions that might occur between the parameters of the pension system 
and the underlying labor market or demographic characteristics. For example, there is no attempt to 
estimate the effect of the pension system reform on the prevalence of work in the informal sector or any 
interactions between the increasing reliance on Fully Funded pensions and future benefits levels on labor 
supply decisions. 

Although the path of wages in the formal economy is projected to move gradually from the current to 
future distribution, as discussed previously other aspects of the labor market are held static. Workers in 
the formal economy are assumed to retire at the current eligibility ages while informal sector workers are 
assumed to accrue no additional pension rights and to consequently become eligible for social assistance 
benefits. 

Furthermore, the PROST model does not allow for labor mobility between the formal and informal 
sectors, or for fragmented or interrupted careers. By holding these underlying parameters constant the 
projections give an effective baseline for considering potential policy initiatives.  

BENEFITS FROM THE PAYG COMPONENT 

The 1998 pension reform will transform the pension system from one based on the PAYG principle, to 
one in which pension benefits originate from the assets accumulated in individual accounts. As the 
entitlements to PAYG old-age benefits of the younger cohorts decrease, the PAYG component will be 
gradually phased out. The PAYG component is expected to completely disappear in 2043. 
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Two methods are used in the report to evaluate the value of pension benefits. The first measures benefits 
in comparison to the final wage of retirees. This method sheds light on the consumption replacement 
power. The second compares the pension received with the average wage in the economy. This measures 
the extent to which retiree benefits keep pace with a broader measure of earnings related to overall 
economic growth.  This provides a more general measure of pension outcomes and one that provides a 
potential indication of the political economy of the reform. 

Measures of pension outcomes are presented in two ways, one that applies them only to new retirees in a 
given year (the flow of beneficiaries) and the other that applies them to all retirees remaining alive in the 
year (the stock of beneficiaries). It is assumed that residual PAYG benefits will be indexed to inflation, a 
rate lower than the nominal of growth of wages.  Consequently, over time the value of these benefits 
erodes relative to the average wage.  

Preliminary sensitivity analysis indicates that the net effect of a flatter age-wage profile (previously 
discussed in the context of assumptions) would be to raise projected income replacement rates by about 
15% (not percentage points) in regard to final wage and 30% in relation to average wage.  This provides a 
rough means to estimate an alternative upper bound of a reasonable projected replacement rate.  A final 
wage replacement rate of, for example, 20% may therefore be interpreted to represent a range of 20% to 
23% depending on what path of wage distribution is assumed for the future. A 20% of average wage 
replacement rate represents a range of 20% to 26%. 

Figure 12 below shows the value of PAYG benefits in terms of the wage replacement rate for new 
retirees. This shows that among new retirees women currently receive benefits that replace 42 percent of 
their last years wage compared to a 30% replacement rate for the average new male pensioner.  As the 
PAYG system is gradually phased out these replacement rates decline to 16 percent for women and 12 
percent for men by 2019.  The higher female replacement rates are largely a function of the presence of 
the Minimum Pension Guarantee within the PAYG system that provides a high replacement rate for 
women because they are generally lower wage earners. 

 

Figure 12: Replacement Rates of New PAYG Pensions, Relative to Final Wage (Flow) 
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A similar pattern of declining wage replacement rates is seen if new retirees for the year are compared to 
average wages (see Figure 13). This shows the same rapid drop-off in the value of benefits beginning in 
2010 when new retirees no longer have the full 20 or 25 years under the old system. What is notable 
about the difference between the two measures is that the relative position of men and women is reversed. 
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This is because although women have high income replacement rates resulting from the minimum 
pension that they are more likely to receive, their earnings are well below the average of all workers thus 
resulting in pension benefits that are low compared to overall average earnings.  

 

Figure 13: Replacement Rates of New PAYG Pensions, Relative to Average Wage (Flow) 
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Comparing the benefits for new retirees (the flow measure) to the stock of existing retirees is more 
instructive about the nature of the transition.  As shown in Figure 14 there is a full 10 percentage point 
differential (40% compared to 30% until 2011) between new retirees benefits in relation to average wages 
and those for the larger group of all retirees, with both showing the rapid decline to less than 25% in the 
period from 2010 to 2020. 

 

Figure 14: Replacement Rates of PAYG Pensions, Relative to Average Wage  
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This pattern of the phase out illustrates several key aspects of the PAYG system that are very important to 
understanding the implications of the transition to the Fully Funded system.  The distribution of benefits 
among men and women is far more compressed than the underlying wage distributions. This is because 
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male pension benefits, and replacements rates overall, are constrained by the method of calculating 
benefits that limits the reference wage to 15 time the administratively established Monthly Wage 
Enumerate.  This effectively caps the benefits of many male pensioners well below what they otherwise 
would receive under the 60% to 75% of earnings formula.  At the same time the Minimum Pension 
Guarantee raises the benefits of low earning workers well above what they would have received.  The net 
effect is a compression of what would otherwise be a large disparity by gender in pensions relative to 
average wages. 

This role of the Minimum Pension and the rapid rate at which it is phased out is shown in Figure 15 
below. In the early years of the transition as many as 30% of all new female pensioners can be expected 
to receive the minimum pension while less than 10% of new male pensioners will see their benefits 
increased by this provision. By 2033, when the there will be very few new pensioners who qualify for the 
old PAYG benefits only about 5% of new pensioners will benefit from the minimum.  

 

Figure 15: Gender Distribution of Minimum Pension 
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FISCAL IMPACT OF PHASING OUT THE PAYG SYSTEM 

The fiscal impact of the gradual elimination of the PAYG pension system and the anticipated result of the 
transition on the payments of social benefits (social assistance, disability and survivorship benefits) are 
presented in Figures 16 in terms of GDP share and in Figure 17 as a percentage of the wage bill. 

Total payments of old-age PAYG benefits currently are equivalent to 3.1 percent of GDP. These will rise 
to a level of 3.7 percent of GDP by 2011. After 2020 these expenditures can be expected to rapidly fall to 
below 2% of GDP when they will be largely comprised of the anticipated social assistance benefits for the 
large proportion of workers who are not participating in the FF system. Social Assistance benefits will 
account for nearly all of the anticipated PAYG costs by that time. 
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Figure 16: Pension Costs as Share of GDP 
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If calculated as a share of the wage bill, total costs are currently just below the 21% of wages level 
consistent with Social Insurance Tax (see Figure 17). Old-age PAYG pension payments currently account 
for about four fifths of this total.  This will rapidly begin to decline and total old-age pension costs will 
fall to below 5% of the wage bill by the time the transition is fully effectuated in 2043. This demonstrates 
the significant scope for both a reduction in the Social Insurance Tax or the reallocation of some portion 
for other pension initiatives. The decline is projected to be sufficiently large that elements of both 
approaches will be viable 

 

Figure 17: Pension Costs as Share of the Wage Bill 
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Both figures clearly show that expenditures on social assistance rapidly increase with the phase out 
PAYG component of the pension system.  This is primarily due to the lower expected coverage of the FF 
pension system. For the post-transition period it is projected that the FF system will cover 53 percent of 
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the economically active population (in contrast to the 90 percent coverage of the PAYG component). 
When the transition is complete the Social Assistance program is estimated to cover 35 percent of the 
retirement-aged population. Thus, while in 2030 spending on the social assistance programs is 0.4 percent 
of GDP, in 2040 it rises to one percent of GDP, and in 2050 to 1.5 percent of GDP. When measured as a 
share of the wage bill, the expenditures on these programs increase from 1.1 percent of wages in 2030, to 
2.6 percent in 2040 reaching 4.3 percent in 2050.  

BENEFITS FROM THE FULLY FUNDED COMPONENT 

Bt 2020 the new cohorts of retirees will no longer have the full years of service, entitling them to receive 
complete old-age PAYG benefits, and the importance of the funded pensions will rapidly increase. 
However, the share of the funded pension within the total pension benefit will become dominant 
eventually only for men. In the case of women, despite the decreasing value of the PAYG benefit (in 
terms of the average wage) and the decreasing entitlement to complete PAYG pensions, the PAYG 
benefit will continue to be the main element in their total pensions for a longer period. This will be caused 
by the lower value of accumulated assets in the individual accounts of women – attributable to shorter 
contribution periods and the gender gap in remuneration the labor market in Kazakhstan exhibits12.

The growth of the fully Funded system at the aggregate levels is shown in Figure 18 which presents the 
value of mandatory individual accounts, as a share of GDP. While in 2003 the aggregate value of these 
accounts is only 13 percent of GDP, in 2011 it will be 33 percent, and will reach 70 percent by 2040. The 
5 percent drop which subsequently follows occurs because of the retirement of the cohorts of retirees that 
benefited from the rapid wage growth and higher interest rates during the initial years of the pension 
reform, reflected in high value of their accounts. 

Figure 18: Aggregate Value of Accounts as Share of GDP 
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The growth in the aggregate value of individual accounts in real 2003 prices is shown in figure 19 
indicating the steadily increasing value of the assets of the FF system. In 2040 the value of individual 
accounts is projected to be 9, 211 million Tenge rising to 19,649 Tenge by 2065. 

 

12 The wage differential in Kazakhstan currently stands at 76 percent. 
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Figure 19: Aggregate Value of Accounts in Real 2003 Prices, ml of Tenge 
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In contrast to the aggregate numbers, Figure 20 shows the value of the average individual account at 
retirement age expressed as a multiple of final wage, an indicator of the capacity of the savings accounts 
to replace income. This shows a moderate rate of increase across the transition period and a flat level of 
values after 2045 that contrasts with the sharp decline in the value of PAYG benefits. The average 
account at the fully mature stage of the system will be only slightly more than 3 times the final wage, 
indicating a low capacity to replace earnings over retirement periods that will average more than 17 years 
for men and just under 26 years for women by 2050 at current retirement ages. It also illustrates the direct 
effect of the gender disparity in earnings and shorter work periods of women on the individual accounts at 
retirement. 

 

Figure 20: Average Value of Account at Retirement, Relative to Final Wage 
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The effect of the relationship between longevity and the anticipated value of individual accounts is clearly 
illustrated when the account balances are converted into an implied annuity value. Figure 21 shows the 
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average real value of annuities indicating that the value of the benefits the FF system will produce does 
demonstrate an upward path as an absolute value. 

 

Figure 21: Average Real Value of Annuity in Terms of Real 2003 Prices 
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A somewhat different outcome is seen, however, when these values are converted into an income 
replacement rate as shown in Figure 22.  When compared to the final wage of the retirees, the value of the 
annuities that the projected account balances could be converted to does not exhibit such sharp and 
interrupted growth. Indeed, they reach a steady state around 2038 in the case of women when they replace 
16 percent of the last wage, and 2048 in the case of men, when they replace 30 percent of the last wage.  

 

Figure 22: Average Value of Annuity, Relative to Final Wage 
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COMBINED PENSION INCOME 

The net effect of the transition to the reformed pension can be seen by combining the information on the 
phase out of PAYG benefits with projected annuities values derived from the FF system.  Again in terms 
of real values total incomes of retirees are expected to steadily increase as shown in Figure 23. The 
purchasing power of these benefits is constantly increasing and in the future retirees will enjoy a larger 
absolute consumption value than they do today. As with other aspects of the system the level and rate of 
increase is significantly higher for men. 

Figure 23: Average Value of Total Pensions in Real 2003 Prices 
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An entirely different and far more indicative outcome is seen when the value of the total benefits is 
measured as share of the final wage in Figure 24.  Here it is shown that the earnings replacement value of 
future total benefits will actually decline over time as the rate of increase in the FF component is not 
sufficient to fully offset the greater rate of decline experienced in the PAYG system. Average benefits 
decline from about 50% for all new retirees in the early transition to just over 20% by 2045.  The decline 
is even steeper for women who drop from above 50% in 2009 to about 16% by 2045. 

 

Figure 24: Replacement Rates for Total New Pension Benefits, Relative to Final Wage 
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When total benefits of the reformed system are considered for all rather than just new retirees and in 
proportion to the average wage, an indication of the capacity of the pension system to maintain the 
consumption of retirees relative to the broader population the value of benefits after the transition is even 
lower and gender differences in benefit levels are more accentuated. The generally lower levels are due to 
the fact that FF benefits are anticipated to be fixed at retirement and therefore erode relative to average 
wages as the latter continue to increase. 

As shown in Figure 25, pensioners will receive on average about one third of prevailing wages in 2003.  
This will increase to nearly 40% during the early transition as workers with full benefits under the PAYG 
system also accumulate FF accounts but then drop to below 20% as the PAYG system, and importantly 
the effects of the Minimum Pension Guarantee, are phased out. 

The benefits of women fare far worse by this measure because of generally lower wages leading to 
smaller benefits relative the average wage but also significantly because of the gradual phase out of the 
Minimum Pension Guarantee which affects more women in combination with longer life expectancies 
that lead to a far greater erosion of values in comparison to a growing wage base. The average female 
retiree can expect to see the value of their pension benefits decline from about a third of average wages to 
10% as the reform becomes fully implemented, a level well below the current Minimum Pension 
Guarantee and the current threshold for Social Assistance as well. 

 

Figure 25: Replacement Rates for Total Average Pension Benefits,  
Relative to Average Wage 
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These effects are clearly see in Figure 26 which presents the distribution of the different benefit types 
among old age pension recipients after the PAYG system is fully phased out.  
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Figure 26: Distribution of Old Age Pension Recipients After Transition 
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This result is in part due to the expectation that despite the higher replacement rates men will experience 
in the fully funded pension system, they are expected to participate to a lesser extend in the system 
because of high rates of participation in the informal economy, explaining why the incidence of social 
assistance benefits is slightly higher among men. With the current parameters of the pension system 
(contribution rate and retirement age) and of the labor market, the majority of women will receive old-age 
pension benefits of less than 21 percent of the average wage in the economy. Figure 31 is shown in 
percentage points rather than total numbers of retirement age population.  It must be kept in mind that 
because women will over the longer term represents about two thirds of the retired population, when the 
transition in complete, this will mean that the benefits received by the typical retiree (a woman 
significantly older than the current retirement age) will be very low compared to current levels and the 
majority of pensioners in the future will be woman receiving benefits well below the current Minimum 
Pension Guarantee level.  This outcome potentially raises significant question about the political economy 
of the reform over the long term.  

The net effects of these trends on the welfare of women in old age will depend on a number of other 
factors not included in these projections. Most significant among these are patterns of marriage and 
widowhood, household wealth accumulation and inter-generational support in old age.  Considerable 
further analysis on a household level is required to fully understand the implications of the pension 
system and how male pension receipt will affect women.  The results do however, provide a general 
picture of the effects of the pension system on income replacement and identify some of the key issues 
that should be addressed in the consideration of early policy initiatives to improve the outcomes of the 
reformed system. 
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SECTION THREE 

OLD-AGE POVERTY AND ITS IMPACT ON THE PENSION 
SYSTEM 
Section Three of the report examines the interaction between pension system benefits and the prevalence 
and depth of old-age poverty in Kazakhstan. We also look at the implications of the expected changes in 
the value of PAYG, FF and cumulative befits for old-age poverty in the medium and long term. 

GENERAL AND OLD-AGE POVERY  

According to the 2001 Household Budget Survey, the correlates of old-age poverty largely mirror those of 
general poverty in Kazakhstan. However, the incidence of poverty among retirement-aged people is 
smaller than for the overall population 13.

The risk of being poor is greater for the elderly who: 

• are unemployed or have short work history;  

• are females or widows;  

• live in the South and East regions of Kazakhstan;  

• live in large households; 

• are village residents;  

• are less educated;  

• are older than 75 and 70 years, respectively for men and for women.  

Due to the large variance in the welfare profile of different regions, the effect of the geographical location 
(in terms of region but also dependant on rural/urban location) is significant. It is further amplified when 
combined with the labor market status of the household head. For example, the general poverty-reducing 
effect of employment is less pronounced in the East and the South where wages are low. On the other 
hand, employment in the capital cities and in the West where the average wages are much higher than in 
the rest of Kazakhstan virtually eliminates the risk of poverty. For retirement-aged heads of households, 
the strong poverty-reducing effect of employment does not depend on the region. 

The households headed by females are more likely to be poorer than those headed by males. Households 
headed by old women are usually those that do not have other income earners, unlike the households 
headed by old men which often include multiple income earners. If the unit of analysis is a person rather 
than a household, old women are not poorer than old men. 

Poverty risk varies by the ethnicity of the household head. Households headed by Kazakhs, Uygurs and 
Uzbeks are poorer than the households headed by Russians, Ukrainians, Tatars and Germans. When other 
control variables are included, such as education, activity of the head and the size of the households, the 
effect of ethnicity becomes statistically insignificant. 

PENSIONS AND OLD-AGE POVERTY TODAY 

As discussed in the previous chapter, currently PAYG pension benefits constitute the principal source of 
monetary income for the elderly. However, the initial value of PAYG pensions measured as a percentage 
of average wages (see Table 5) varies noticeably by age (due to a cohort-related difference in average 

13 Poverty among pensioners was lower than among the rest of the population, as shown by both the 1996 
Kazakhstan Living Standards Survey and the 2001 Household Budget Survey. According to the latest estimates, 15 
percent of Kazakhstan’s population is poor. 
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pension as a percentage of average wages), gender (due to the earlier retirement age and shorter working 
histories of women), and occupation (due to the large inter-sectoral and significant gender differences in 
remuneration). 

 

Table 5: Initial PAYG Replacement Rate (in %) as  Function of Work History and Starting 
Age 

Age at start of reform Work history 
25 years 35 years 45 years 

40 years  30% 34% 44% 

35 years  27% 31% 36% 

30 years  24% 28% 33% 

20 years  18% 22% 30% 
Source: World Bank calculations14 

The poverty line set by the Government for 2001 was 40 percent of the subsistence minimum (SM). The 
average oblast subsistence minimum was 55,150 Tenge per capita per year, or 4,596 Tenge per capita per 
month. The minimum pension set for 2001 was 4000 Tenge per month – below the SM but above the 
poverty line15.

Despite large regional variances in pensions, average PAYG pensions are above the subsistence minimum 
(SM)16 (see Table 6). In 2001, the average pension was 142 percent of the SM. This, combined with the 
nearly universal coverage of the PAYG component among the elderly, explains why in 2001 poverty 
prevalence among pensioners was lower than for the rest of the population.  

The importance of PAYG pensions as poverty-averting factor is further confirmed by the distribution of 
poverty within the general retirement-aged segment of the population, where poverty among people not 
participating in the pension system is 11 percentage points more than among retirees17.

It can be expected that with the June 2003 indexation of PAYG benefits, which increased the average 
pension by 23 percent, and the increase of the minimum pension from 5000 to 5500 Tenge, the incidence 
of poverty among retirees further decreased. However, this effect could be only temporary, first because 
this was a one-time indexation, second since the cap placed on the maximum pension is very low and not 
much higher than the SM, and third – given the irregular history of indexations (limited to the minimum 
pension) that lagged significantly behind inflation. 

14 E. Andrews (2001) Kazakhstan: An Ambitious Pension Reform 
15 Beegle estimates that the poverty line in 2001, computed by cast-of-basic-needs approach, based on household 
consumption and expenditures, was US$ 3.26 per person per day in 1996 prices. 
16 The SM is calculated on the basis of a consumption basket. It is approximately 21 percent of the average wage. 
The poverty line is set at 40 percent of the SM. 
17 S. Khakimizahanov, K. Mynbaev “Old age Poverty and Pension System in Kazakhstan, 2001”; K. Beegle “Profile 
of Living Standards in Kazakhstan”. 
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Table 6: Regional Pension Levels, 2002  

 

Average 
replacement 

rate 
Regional SM 

levels 

Average 
pension to 

SM  

Average 
rural pension 

to SM 

Percent of 
minimum 
pension 

recipients 

Percent of 
pensioners 

living in the 
region 

Atyrau 11% 4955 109% 97% 68% 2.4% 
Mangystau 14% 5335 103% 101% 3% 1.3% 

Western Kazakhstan 17% 4066 130% 124% 8% 4.5% 
Almaty City 18% 4360 126% na 17% 8.8% 
Astana City 19% 4046 155% na 4% 1.9% 

ktyubinsk 22% 4099 148% 124% 17% 4.0% 
Pavlodar 25% 4037 147% 131% 7% 5.8% 

Eastern Kazakhstan 28% 3935 132% 145% 8% 14.0% 
Karaganda 28% 4103 129% 128% 38% 11.1% 
Kyzyl-Orda 29% 3797 159% 149% 23% 2.8% 
lmaty Region 31% 3904 148% 123% 23% 9.3% 

Southern Kazakhstan 32% 3217 169% 155% 21% 9.3% 
Zhambyl 32% 3297 194% 154% 10% 5.2% 

Northern Kazakhstan 33% 3997 144% 130% 69% 5.9% 
Kostanai 33% 3512 152% 146% 16% 7.8% 
Akmola 36% 4099 125% 125% 15% 6.0% 

National average 28% 3993 142% 129% 15% 100% 

PAYG pensions are a significant poverty-averting factor for retirement-aged people in Kazakhstan. 
However this strong poverty-reducing effect can be eroded over time, if these benefits are not adequately 
recalculated, taking in consideration changes in the consumer basket and in the price level.  

EMERGING PROBLEMS AND SUGGESTED SOLUTIONS 

Pensions and old-age poverty in the medium and long run 
The fact that currently PAYG pensions are the main factor reducing old-age poverty raises the question of 
old-age poverty prevalence once new cohorts begin retiring. Women born after 1960 and men born after 
1955 will not be entitled to full PAYG old-age benefits, but will draw part of their benefits from the FF 
pension system. Since FF pensions are linked directly to contributions made (time spent in education and 
child rearing does not count unless pension contributions are paid), these fall together with the informal 
economy, unemployment, the practice of underreporting of wages, and the large gender wage differential 
can lead to lower pensions for the next generations. The issue will become critical around 2020 when 
fully funded pensions will start having increasing importance for determining the welfare of retirees.  

In particular, it is the living standard of retired women in the medium and long run, that is expected to 
worsen. Projections suggest that in the medium and long run old-age poverty among women participating 
in the pension system is likely to increase substantially, especially if the minimum pension guarantee is 
discontinued after the phasing out of the PAYG component.  

Furthermore, if we assume that in the long run the old-age social assistance allowance remains at 13 
percent of the average salary, female replacement rates in terms of the average wage fall on average to 10 
percent of the average wage; and the total social security payroll tax remains at 31 percent, then it 
becomes favorable for women not to participate in the pension system and to rely more on social 
assistance. If women tend to abandon the pension system, this will have grave consequences for the 
coverage of the pension system, for the perpetuation of the wage differential, and for the state budget. 
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Preventing old-age poverty 
If the projections regarding the replacement rates, presented in the previous chapter, undergo no changes, 
in the medium to long run Kazakhstan may face a situation where a large part of the female workers 
would become increasingly vulnerable to poverty. Thus, the medium and long term welfare of women 
emerges as problematic.  

Old-age security for non-contributors

The incidence of poverty among those not covered by the pension system can be expected to remain 
higher than for pension-recipients. If in the medium and long run the coverage of the system remains 
limited, it is likely that the old-age social assistance program will become the primary source of old-age 
income for a large proportion of the elderly population. Therefore, it will be necessary to either increase 
the value or nature of these benefits to prevent a large proportion of the elderly from receiving only 
subsistence incomes. A better approach would be to make changes to the current terms of the pension 
system to induce a much larger share of the current non-participants to join and accumulate meaningful 
savings in the FF system. The social assistance programs can also be modified to prevent misuse, make it 
more focused, and make the pension system more attractive in relative terms by increasing the value of its 
expected benefits. It will also be useful if additional old-age savings mechanisms are developed (such as 
mortgage markets or long-term investment instruments) as an old-age savings mechanism for non-
contributors.  

An alternative to address old-age poverty would be to institute a demogrant that would pay a flat benefit 
to all Kazak citizens reaching a certain age.  Such an approach would provide the same benefit regardless 
of income and wealth and consequently would be a more costly alternative than social assistance and has 
the risk that it might make contributions to the pension system less attractive unless it is granted at a very 
high age and set at such a low level that is unattractive for those having other alternatives to provide for 
old-age income.  
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SECTION FOUR 

CAPITAL MARKETS AND INVESTMENT OPTIONS 

Section Four of the report presents an overview of the financial market in Kazakhstan with emphasis on 
its capability to absorb the increasing volume of pension assets, and makes suggestions how the 
investment performance of these assets can be improved. 

A GENERAL DISCUSSION 

The primary objective of a pension system is the provision of adequate, affordable and sustainable 
benefits. In this respect the performance of the payout phase is one of the most important evaluation 
criteria for the overall functioning of the pension system. It is judged, among other factors, by the cost of 
providing pension benefits, their adequacy relative to contribution, the annuity factor used, the rate of 
return on invested pension assets and the availability of long-term investment products. The latter two 
criteria are a function of the breadth and depth of domestic financial markets, the regulatory regime, its’ 
enforcement, and the degree of political influence on investment decisions. The maturity of the domestic 
banking sector and insurance industry also affect the payout phase because they determine the variety and 
cost of payout products to be offered.  

As of today the financial and the insurance sectors in Kazakhstan remain in a formative stage. There is no 
comprehensive legal framework on the mandatory types of insurance (such as on personal vehicles and 
passenger carriers). The creation of a Payment Guarantee Fund is also forthcoming. A positive step is the 
establishment of a strong core of solvent, relatively well-capitalized banks. However, given the early 
stage in their development it is important that both the financial sector and the insurance industry be well 
regulated and efficiently supervised. It is advisable that a separate law on bankruptcy also be developed. 
A further recommendation is that both sectors be opened to foreign participation, as this will bring in 
higher standards and help develop the respective markets. As the accumulation of pension assets 
advances, AFs and AMCs will become the dominant institutional investor on Kazakhstan’s financial 
markets. If the appropriate conditions are fulfilled, the substantial accumulation of pension assets can 
have significant long-term implications for the growth of the financial sector and the insurance industry. 

Of particular importance for the performance of the payout phase are the breath and depth of domestic 
financial markets. Without sufficient breadth (variety in the characteristics of available financial 
products), portfolios cannot be well diversified and therefore their yield curve “smoothed” over time, nor 
can the trade-off between yields and investment risks be optimized. Furthermore, without sufficient depth 
of the market (in capitalization and trade turnover), prices of securities become over-sensitive to the 
decisions of pension fund managers, and susceptible to manipulation adverse to contributors’ interests. In 
both respects the financial market in Kazakhstan are just starting to develop. Until they mature the 
investment activity of pension funds and asset management companies will need to be carefully regulated. 

However, it is also important that the regulatory regime, in the effort to guarantee the security of pension 
assets, does not result in inefficient allocation of investment resources and does not constrain the 
diversification of the portfolios, as this may endanger the sustainability of the pension system.  

The rest of this section examines the investment opportunities and returns on investment Kazakhstan’s 
capital market exhibits, their capacity to absorb the increasing volume of pension assets, and their 
implications for the payout phase of the pension system.  

PRIVATE AND PUBLIC PORTFOLIO STRUCTURES 

The publicly (SAF) and privately (NSAFs) managed portfolios have different composition. Until early 
2003 the SAF was not allowed to invest in corporate securities or in foreign securities. AMCs have 
enjoyed relatively larger flexibility in their investment decisions and used domestic corporate securities, 
and securities issued by foreign entities and international financial institutions (IFIs). However, the strict 
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investment requirements created mainly to guarantee the security of pension assets, have led to a situation 
where the investment profile of most AFs is very similar, and the diversification within their portfolios is 
limited. The strict investment rules could also have led to a lower profitability of pension assets, that has 
averaged 2.9 percent in real terms for the period 2002-200318. Two AFs (Korgau AF and Kunaev AF) 
reported negative real returns for the period June 2002-June 2003.   

To facilitate the investment of pension assets abroad, the Government recently increased the limit on the 
share of privately managed assets that can be invested in foreign state and corporate securities - from 10 
percent to 20 percent (still allowing an additional 10 percent to be invested in IFI securities). Figures 27 
and 28 present a comparative static of investment in 2000 and 2002.  

 

Figure 27: Pension Assets in Kazakhstan by Type of Financial Instruments, 1999 

0%

20%

40%

60%

80%

100%

NSAFs SAF Total

Deposits in
commercial banks

Securities of IFOs

Securities issued by
foreign emitents

Domestic corporate
securities

Kazakhstani state
securities

Source: Ministry of Labor and Social Policy of Kazakhstan 

Figure 28: Pension Assets in Kazakhstan by Type of Financial Instruments, 2002 

18 Data from the first quarter of 2003. 
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In 2002, in addition to deposits in commercial banks, and domestic corporate and government securities, 
pension assets were also invested in securities of IFIs and securities issued by foreign emitents. In late 
2002, there was a moderate increase in the share of bank deposits in AFs portfolios. This partially 
explains the increase in the share of Tenge-denominated financial instruments in the AFs portfolios 
between 1999 and 2002 (see Figures 29 and 30) - in a period when the amount of foreign-currency 
denominated investment also increased substantially. Another factor influencing this increase is that a 
larger portion of domestic securities became Tenge-denominated, although often returns to these 
securities were still indexed to the US dollar. 

In early 2003, 49 percent of AF’s assets were invested in government and NBK debt instruments; 28 
percent - in domestic stock and corporate bonds; 14 percent - in foreign corporate securities, including 
IFIs; and 9 percent - in bank deposits. Investment in government securities has been steadily decreasing 
from some 95 percent in January 2000, to less than half of the portfolio in April 2003. The investments in 
government securities have been replaced by investment in corporate securities (starting from 2 percent), 
foreign corporate and IFIs securities (1 percent), and bank deposits (2 percent). For comparison, Table 7 
shows the evolution of the portfolio composition of Chilean pension funds. At the moment, there are a 
number of similarities between the portfolio of Kazakhstan and Chilean pension funds19.

19 Chilean capital markets offer much more diversity of available securities, both corporate and governmental ones 
(see Acuña and Iglesias, 2001). 
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Figure 29: Pension Assets in Kazakhstan by Currency of Denomination, 1999 
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Figure 30: Pension Assets in Kazakhstan by Currency of Denomination, 2002 
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Table 7: Chile Pension Funds Portfolio Composition (in %) 
 

Year Government Bank 
deposits 

Mortgage Corporate Municipal Abroad 

1990 44.1 17.4 16.1 22.4 0.0 0.0 
1995 39.4 6.7 15.8 35.3 2.6 0.2 
2000 35.7 18.7 14.4 15.7 2.4 10.9 

RETURN ON INVESTMENT  

With averages of 5.83 percent for 2001 and 5.2 percent for 2002, real rates of return on pension assets 
have been satisfactory. Yet, in the first quarter of 2003 returns have fallen substantially, averaging 2.9 
percent in real terms for the period 2002-2003 (see Table 8). This is due mainly to the real appreciation of 
the Tenge during this period, and the high share of dollar-denominated and dollar-indexed instruments in 
AFs’ portfolios. As further appreciation of the Tenge is likely during the next few years, it is important to 
diversify the currency structure of pension assets, increasing the share of Tenge-denominated assets and 
the assets in other currencies.  

 

Table 8: Real Rates of Return on Pension Assets, 10.2001-10.2002 
 

Asset Management 
Company 

Pension Fund Real rate of return, 
01/2002-01/2003 

Real rate of return, 
03/2002-03/2003 

Philip Morris AF 3.40 1.01 
Narodny AF 4.07 1.52 

ABN AMRO-KaspiMunayGas AF 4.70 3.15 

ABN AMRO AMC 

Capital AF NA NA 
UlarUmit AF 6.22 3.03 

Kazakhmys AF 5.06 1.98 
Zhetysu AMC 

NefteGasDem AF 5.02 1.77 
HSBK AF 4.90 3.06 AMC of Narodny 

Bank Otan AF 2.79 1.63 
Akniet AMC Kunaev AF 3.82 1.34 

Kazakhstan AF 4.96 2.60 BTA AMC 
Kurmet AF 4.99 2.41 

Valut-Transit AF 4.43 2.34 Aktiv-Invest AMC 
Korgau AF 3.26 0.19 

Best-Invest AMC Senim AF 5.46 4.85 

SAF 7.08 5.74 

An option for improving long-term returns could be a further diversification into equities, as equities tend 
to achieve a historically higher rate of return than other instruments. Between 1999 and 2002, the share of 
equities in pension fund portfolios grew from a negligible 0.3 percent to 6.3 percent. However, the further 
increase of the equity part of portfolios is limited by the lack of supply of high-quality domestic shares. 
Relaxation of the regulatory requirements regarding minimum credit ratings, would obviously increase 
investment options and short-term returns. We, however, discourage mechanical relaxation of the 
requirements, especially without visible improvements in the supervision and transparency of the capital 
market. 
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EMERGING PROBLEMS AND SUGGESTED SOLUTIONS 

Demand for and supply of domestic securities 
Kazakhstan is facing a substantial gap between the demand for and the supply of high-quality domestic 
securities, both non-governmental and governmental. The implementation of the pension reform created a 
significant and rapidly increasing demand for high-quality investment options. To understand the scale of 
the challenge one has to realize that on April 1, 2003, the AFs had accumulated the equivalent of US$ 2.1 
bln., which is a US$ 500 million incremental growth in assets between January 1 and April 1 2003 alone. 
With wages rapidly increasing, the pace of accumulation will continue to rise. As the PROST model 
shows, the aggregated value of individual accounts will continue to rise sharply from the current 13 
percent of GDP, and will reach a steady state at around 70 percent of GDP in 2040 (see Figure 20). 

In 2003, the total volume of domestic corporate instruments (mostly corporate debt) available at 
Kazakhstan’s capital market was US$1 bln., 70 percent of which was owned by pension accumulation 
funds (AFs). Assuming that pension assets stabilize at around 70 percent of the GDP, that bank deposits 
constitute 10 percent of the aggregated portfolio; and that some 30 percent of it are invested abroad (as 
allowed by the current investment regulations for pension asset); this leaves a very large unmet demand 
for domestic investment, at least half of which should be satisfied with domestic corporate and other non-
governmental investment instruments.  

This brings up the question of how realistic it is to expect that the market for non-governmental securities 
could grow to satisfy this demand. With a capitalization rate of less than 5 percent of GDP, Kazakhstan is 
lagging behind the more advanced emerging markets like Ireland, with capitalization of 40 percent, or 
Poland and Chile, with respectively 30 percent and 100 percent capitalization. To meet this demand for 
domestic securities, the stock market should be roughly six times larger. Achieving this would create a 
major institutional challenge for Kazakhstan and underscores the need for additional financial and capital 
market reforms in Kazakhstan.  

From a macroeconomic point of view Kazakhstan is currently facing two related issues – the currency 
appreciation and the management of its oil wealth20. The solid external balances, and especially the 
strength of exports, are the main reasons for the appreciation of the Tenge (namely -surging oil exports by 
55 percent year on year for the first quarter of 2003, and higher oil prices). A further cause of the 
appreciation are the strong FDI inflows, which increased by 32 percent year on year in the first half of 
2003, and are expected to reach about US$2.5 bln in 2003. The NBK has limited means with which to 
sterilize the country’s large foreign capital inflows. Indeed, in 2003 the upward pressure on the Tenge has 
been so intense that the rate of money growth (M3) also accelerated - in September 2003 it was 46 
percent year on year, as compared to 25 percent at the end of 2002. In 2003 the inflation also increased to 
7 percent year on year.  

Given this macroeconomic background, and the expected rapid growth in the aggregate value of 
individual pension accounts, the disparity between the supply and demand of domestic investment options 
becomes even more alarming. 

One of the currently discussed solutions to this arising gap is the development and securitization of 
mortgage lending. This is a good option as, in its Indicative Plan for Social and Economic Development 
from September 2003, the Government of Kazakhstan sets as target to pursue the development of 
mortgage lending bonds, agent’s securities and short-term securities. However, this opportune and 
positive measure alone would not suffice to satisfy the arising demand for domestic securities. 

Another alternative option to meet the emerging investment demand would be resuming government 
borrowing on capital markets, thus offering additional governmental securities to AFs. The IMF has 
recently recommended Kazakhstan cautiously relax its fiscal policy, and this recommendation seems to be 
in line with the Government’s intentions. This would however increase the share of government securities 
in the portfolio of AF and AMCs. As of early 2003, pension funds have invested some US$1 bln. in 

20 ABN-AMRO Report, November 10, 2003 
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government securities. Usually government securities constitute a significant portion of the portfolios of 
pension funds, especially in the case of newly-reformed pension systems, such as Kazakhstan’s, with 
unproven portfolio management skills, and limited regulatory and supervision capacities. Yet, an 
increasing share of government securities may impair the diversification of pension asset portfolios, an 
issue which is currently gaining significant attention.  

In early 2003, the Government was considering the introduction of Kazakhstan Depository Receipts 
(KDRs). In particular, it was hoped that KDRs would allow the AFs to tap into the Russian market, which 
is currently not directly available due to the limitations on the rating of investment (no lower than “A”) 
allowed for AFs. Thus, the proposed relaxation of investment criteria, through KDRs, would broaden the 
investment options for AFs. There are also serious arguments for a very careful and gradual testing of this 
instrument. In the nascent capital markets of Kazakhstan, gains from KDRs, however, may lag behind 
similar potential gains in developed markets. This is because introducing a local bank as a custodian is not 
likely to improve the access to information about Russian (and other) companies whose KDRs are 
offered. Instead, it would add one more layer of intermediation and therefore costs. A custodian bank 
which holds actual shares of a foreign company acts “as if” an owner of the shares, which makes it a 
commercially attractive and convenient solution for domestic investors. Still, for the moment, using 
external ratings of reputable international rating agencies seems to be the best available solution. 

A further alternative would be the issuance of special securities, which would be “targeted” to pension 
funds, and returns to which would depend not on government’s demand for borrowing, but on public 
policy considerations to offer pension funds return on investment securing targeted minimum levels of 
pensions. However, we would advise against this option as it would open the door for a “special 
relationship” between the Government and the stock of pension assets, which can be both beneficial 
and/or harmful to the interest of pension system contributors. Although such a special regime would 
initially lead to higher rate of return on pension assets, in the long term the issuance of such targeted 
securities will create a strong connection between the public sector and the utilization of pension assets 
and would allow the Government to tap these assets whenever a need to finance public spending 
expenditures arises at rates that will not necessarily reflect market conditions. 

The strong fiscal position and the continued economic growth, expected to be 9.3 percent in 2003, suggest 
that there are limited prospects for new Eurobond issue coming out of Kazakhstan. However it would be 
reasonable for the Government to engage in some limited issuance of bonds to establish benchmarks and 
maintain the sovereign’s credit history. Given the expectation that in near future Standard and Poor’s will 
upgrade Kazakhstan’s rating up to investment grade, this may create an opportunity for the Ministry of 
Finance to tap the international debt market. However, given the anxiety over the rising level of external 
as compared to domestic debt, the former being US$20 bn. in July 2003, it is likely that new funding will 
take place in domestic rather than international bond markets. 

It has to be noted that the increase in foreign debt, however, relates largely to the increase in corporate 
rather than state sector debt. The expectation of an appreciation of the Tenge makes it profit maximizing 
for corporations to borrow in US$ instead of Tenge because this way they will need less Tenge to repay 
their debts.  Unless new information enters the market, like new oil discoveries, changes to oil prices, or 
changes to Government policy, the large amount of corporate foreign borrowing has accelerated the 
movement of the exchange rate to its new equilibrium level.  Future exchange developments will depend 
on new information entering the market and could be lead both to appreciation or depreciation.  Under 
this circumstances, part of the corporate foreign debt could be refinanced in the local market and provide 
a new supply of instruments for the investment of pension assets. 

Investment in foreign securities  
Investment of pension assets abroad is a convenient way to cope with the shortage of domestic investment 
opportunities. While this argument is generally true, it involves three problems, especially relevant to 
young pension systems where both the regulator and the investment agents lack significant experience: (i) 
it is more difficult to make a proper assessment of the risks related to foreign investment options than of 
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domestic ones (at least in the case of emerging markets investments); (ii) because of the more difficult 
risk assessment, the threshold of acceptable risks has to be set lower than for domestic investments, which 
means that (iii) on average expected returns on investment could also be lower than in the domestic 
market but not necessarily on a risk adjusted basis.  

Despite the above-listed concerns, given the current inability of the domestic financial market to 
efficiently absorb the rising volume of pension assets, increasing the permissible level of international 
investment may become imperative as international financial markets offer a significantly wider set of 
investment options. Should AFs and AMCs continue to face the current conservative investment regime, 
this may lead to further decreasing rates of return on pension assets. Furthermore, the strength of the 
exports and of the FDI flows in Kazakhstan create a favorable environment and can be expected to assist 
the process of full capital account liberalization, expected to take place in 2007 (simultaneous with the 
peak in oil extraction volumes). This process will be supplemented by the further improvement of the 
prudential regulation and the supervision of risk management in banks, AFs, AMCs and insurance 
companies, which the Government plans. If the liberalization and the capital risk management regulation 
develop as planned, this will create an environment conducive to easing the regulations governing the 
investment of pension assets.  

The plans for full capital account liberalization require that the supervision capacity be aggressively 
developed to eliminate foreign investment constraints for pension assets. This would be the best way for 
regular members of the AFs to achieve diversification of their assets.  Most members have their own work 
as their main asset, an asset remunerated in Tenge, some will also have housing that is also valued in 
Tenge and their pension assets could be their only way to achieve international diversification. As 
mentioned above the expected appreciation is probably already built into the current exchange rate and 
over the long-term periods involved in the pension savings the appreciation issue is not relevant.  To 
avoid problems with exchange rate fluctuations for those members of AF that are close to retirement, 
future reforms should include the option of safer portfolios for older members. 
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SECTION FIVE 

THE PAYOUT PHASE 
Section Five of the report examines different policy options for the payout phase of the FF pension 
system component. It starts with a review of a number of proposed payout products and their advantages, 
disadvantages and differences under the general constraints Kazakhstan faces; evaluates the providers for 
them, discusses different alternatives for the market structure of second pillar payout providers, and 
finally identifies how these alternatives fit into the different stages of the reform. 

Due to the early stage in the development of the funded pensions system in Kazakhstan, the following 
discussions on the product composition of the payout phase of the FF system, and the product providers, 
addresses explicitly the case of mandatory funded pensions and does not consider the one of voluntary 
funded pensions. 

Another key issue that is not addressed in this section is how the insurance industry will develop to play 
the role that it should play in the payout phase when the pension reform matures.  The main reason for not 
addressing the issue is that the time horizon for this development is 20 to 40 years.  Kazakhstan’s current 
development pace should ensure that by then the insurance industry should have reached the required 
maturity.  It is also worth mentioning that both the AFs and AMCs that are currently managing the assets 
of the FF pension scheme, and the future providers of FF pension benefits, depend heavily on the 
efficiency of capital and financial markets that was discussed in the previous section.   

PRODUCT OPTIONS 

Lifetime pensions inevitably face two risks:  longevity risk, which could be defined as living too long or 
outliving the available assets and  investment risk, which could be defined as the risk of not knowing 
with certainty the rate of return or yield to be attained on the available assets for the whole life span. 
These two risks will always be present, and whatever the definition of the product the two will have to be 
borne by one or more individuals or entities.  
 
A related issue is the existence of a possible moral hazard situation if a MPG is provided by the 
Government. Under this scenario, some payout schemes offer pensioners the possibility of altering their 
behavior and choices when seeking to maximize the present value of the benefits to be received. 
 

Currently, the payout stage of the pension system is not developed and newly retired contributors receive 
their funded pensions as lump sums. The same applies to those contributors who change their citizenship 
and relocate from Kazakhstan. Although lump sum payments are used in some countries, they are either 
part of private pension plans along universal public pensions (such as in Australia and New Zealand), or 
are associated with the operation of national provident funds (as in Malaysia and Singapore). 

In the case of the funded pension system of Kazakhstan, lump-sum payment are not an efficient way for 
providing old-age security, as they do not protect retirees from longevity risk or investment risk. 
Furthermore, lump sum payments pose social policy concerns as some workers may spend their capital 
(for example in excessive consumption) and thus deprive themselves of adequate protection in the years 
following their retirement21. If lump sum payments are maintained as an option in the payout phase, it is 
highly likely that due to liquidity preference they may become the preferred payout product. 

21 An alternative line of argument would be that lump sum payments allow retirees with small balances on their 
individual accounts to make use of secondary mechanisms providing old-age security, such as purchasing property. 
It is doubtful whether such forms of investment would be efficient, as the limited size of benefits is unlikely to 
permit a large enough investment which could secure old-age well-being, even when such investment options (other 
than property purchase) become available. 
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The lump sum option is also incompatible with a minimum pension guarantee because it could translate 
into a significant burden for the budget. While the state mandates individuals to contribute throughout 
their active life out of concern of their myopic behavior (not saving enough on their own), by allowing 
lump sum payments, this same concern is not applied to the use of the accumulated funds.  

In a single-pillar pension system like the one in the future of Kazakhstan the payout phase needs to be 
able to provide adequate protection against the above-mentioned longevity and investment risks through 
the funds accumulated in individual accounts. Kazakhstan also allows for voluntary old-age pension 
savings but they are unlikely to become widespread at least in the medium term22. There are many 
alternative products for the FF pensions, with advantages and disadvantages in terms of cost, longevity 
and investment risks, as well as the moral hazard arising if MPG is provided by the Government.  The 
combination of these alternatives provides a continuum of options. 

 

A. Annuities: Fixed, Variable, Immediate, Deferred, Single, Joint, Guaranteed,   
 and Non-Guaranteed 

 
An annuity is a lifetime benefit provided by an institution, most commonly an insurance company, which 
bears both the longevity risk and the investment risk. The pensioner in exchange for his or her savings 
(individual account in the framework of pension funds) buys a lifetime pension from the annuity 
company. Although these pension benefits can take the form of an annual payment, which explains its 
name, it usually takes the form of a monthly payment. 
 
In the case of the fixed annuity, the insurer will pay on a periodic basis a predetermined amount of 
money, which may be expressed in terms of the local currency, like Tenge or in a particular unit of 
account, like CPI adjusted Tenge. 
 
Variable annuities are expressed in a different way, and the payout will depend on the actual yield on 
investments. 
 
Under the fixed annuity, the insurer bears both the longevity and investment risk. In a variable annuity, 
the insurer bears the longevity risk, but it is the pensioner who bears the investment risk: if returns on 
investments are high, the pensioner will receive a bonus or a higher payout benefit, but if returns are low, 
benefits will be smaller. 
 
Usually, mandatory pension fund schemes which accumulate funds on an individual account call for the 
acquisition of a single premium annuity, whereby price of the benefit is paid only once (not in partial 
installments), by the transfer of accumulated funds from the AF to the insurer. In voluntary schemes, 
price of the annuity may be paid on several installments. 
 
An annuity can be immediate or deferred. In the first case, upon payment of the premium the insurer 
immediately starts paying the agreed benefit. In the case of the deferred annuity, the insurer starts the 
flows of payment at a later, pre-defined in the contract or policy date. 
 
An annuity can also be guaranteed or non-guaranteed. A guaranteed annuity will call for the payment 
of the pension during a pre-defined period of time irrespective of whether the pensioner is alive or dead. 
A non-guaranteed annuity will be paid to the pensioner only if he or she is alive. 
 

22 The main reasons being the generally high tax burden leaving little space for additional old-age insurance, the low 
average salaries (treated as percentage of income devoted to food, compared to upper middle income countries), and 
potential personal myopia. 
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Finally, an annuity can be simple or joint. In the first case, only one life or insured is involved; in the 
second case, more than one life is involved, meaning that a pension will have to be paid even if one of the 
beneficiaries is dead. Most commonly, joint annuities have a principal pensioner, who receives full 
pension, and also beneficiaries, who would start receiving a fraction of the benefit of the principal 
pensioner after his or her death. In the case of joint annuities, the probability of death of more than one 
pensioner needs to be taken into account when determining the life expectancy to calculate the pension to 
be paid.  In the case of couples where both have accumulate pension savings, each can buy his/her own 
joint annuity that can be bought at different times and from different providers. The couple would draw 
pensions simultaneously, and at the death of one of them the other would continue to draw a pension 
together with a survivors pension. 
 
In light of the patterns of projected pension income discussed in Section Two of this report that indicate 
an increasing divergence of projected pension income between men and women it is recommended that a 
policy which requires the purchase of Joint and Survivor annuities at least some portion of the proceeds of 
the Fully Funded accounts be adopted.  The precise nature of the mandate will need to be carefully 
coordinated with the complex issues of limitations imposed on withdrawals from the accounts and the 
provision of any minimum guarantees or social assistance pensions.  Adoption of the principle however 
will be an important foundation that will guide subsequent choices. Although it is reasonable to believe 
that making the purchase of joint and survivor annuities mandatory to retiring couples would significantly 
mitigate the vulnerability of elderly women, due to insufficient data on the marriage and household 
income patterns in Kazakhstan, we are unable to make projections on the effect of this policy option on 
the welfare of the general pool of retirees.  

Regulations for mandatory pension schemes would normally include fixed single premium immediate 
annuities, and also deferred annuities in combination with temporal withdrawal schemes23. In addition, 
these immediate or deferred annuities can be guaranteed or non-guaranteed; they may also be simple or 
joint. These mandatory annuities are irrevocable, meaning that the decision by the pensioner to buy the 
annuity and the decision by the insurer to sell the annuity cannot be reversed, even if both parties were to 
agree on doing so. 
 
With annuities, insurance companies try to pool the cases where people live too long with other cases 
where people die sooner, thus trying to balance out on average. If on average people live too long, the 
insurance company will lose money on the annuities sold.  If the insurance company also sells life 
assurance (covering the risk of death), they will have a compensating effect if people live too long by not 
having to pay claims on the life policies. This is another way by which insurance companies try to pool 
risks and minimize the dispersion of results. 
 
The fact that under the annuity scheme insurance companies are bearing both the longevity risk and the 
investment risk is a concern for the insurance supervisory authority. This calls for a very strict monitoring 
of insurers, with a special emphasis on solvency requirements24. Reserve calculations and equity 
requirements will normally be very demanding, especially given the mandatory nature of the FF payout 
pensions. Mortality tables, interest rate assumptions and formulas used in the computation of the present 
value figures of the liabilities would generally be defined by the supervisory authority with a clear 
conservative bias. On the other hand, monitoring, valuation, and diversification of allowable investments 
would also be an important aspects of controlling for the risk of insurers’ failure. 
 

B. Programmed Withdrawals (PW) 

23 As will be seen later, temporal withdrawal schemes involve periodic withdrawals from the individual account 
maintained with an AF in Kazakhstan. 
24 Solvency requirements on insurance companies would commonly ask for larger equity or equity reserves with 
higher volumes of businesses or risks accepted. Some approaches are maximum debt/equity ratios, Value-at-Risk 
approach, special reserves to cover for statistical deviations, etc. 
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Programmed withdrawals (PW) are a scheme in which the pensioner is allowed to do partial withdrawals 
of his or her savings, maintaining the funds reinvested to provide for a lifetime pension. Under this 
scheme the pensioner fully bears both the longevity risk and the investment risk. If he or she lives too 
long, the pension will be reduced and the fund may eventually be fully used, leaving no money for future 
withdrawals. Alternatively, if the return on investments is lower than expected, allowable withdrawals 
may diminish and eventually disappear. 
 
Given that the provider of the PW scheme does not guarantee any of the two risks involved, the contract 
is not irrevocable: the pensioner can put an end to it, replacing it with another PW with another provider 
or with an irrevocable annuity with an insurer. 
 
Normally, providers of PW products would be the AFs or AMCs, or alternatively some other institution 
like mutual funds. Provision of PW pensions involves little more than private fund management, so most 
financial institutions would be prepared to offer PWs. 
 
Under the PW scheme, payout pension will be calculated with the same formula used for annuities, but a 
new calculation will be required every year25. The initial calculation will assume some life expectancy 
and some return on investments. In the recalculations the new pension will be determined with the inputs 
of the remaining funds (initial funds minus withdrawals and charges, plus interest earned), plus 
assumptions on the remaining life expectancy of the pensioner and future return on the invested funds.  
 
If the pensioner survives, the fact of being alive after the first year of pensions does not reduce his life 
expectancy in one full year. This means that when the actual rate of return on the funds is equal to the 
assumed yield in the initial payout computation, in the next calculation of the PW payout the available 
funds would have been reduced by one full year of pension withdrawals, but the remaining number of 
years to be lived will not be reduced by a complete year, only a fraction of it.  
 
Therefore, unless the actual return on investments is higher than assumed on the first calculation of the 
payout dividend, and sufficiently higher to compensate for the change in life expectancy, then the second 
calculation will necessarily call for a reduction in the payout pension26. This causes a downwards sloping 
profile under the PW scheme, which has been frequently criticized because old age income requirements 
may grow with age or at best remain constant. 
 
PW payouts will always be computed under the assumption that the pensioner will always have some 
chance of remaining alive till the end of the mortality table, which will happen for only a small fraction of 
the population. Those who die earlier, will leave some remaining funds in their individual accounts, and 
these funds will be a bequest to their heirs. The AF will keep none of these remaining funds, they will 

25 Given an individual account balance of B, the annual payout under the programmed withdrawal scheme would be 
calculated by the division of the balance B by the simple immediate annuity factor Ax, therefore PW annual payout 
= B / Ax . The monthly payout would be calculated by dividing the annual payout by 12. 
26 There have been some suggestions to modify the formula under which the programmed withdrawal payout is 
computed.  One of these suggestions is to assume a continuously growing payout, say growing at 2% per year, 
which could help to counter balance the life expectancy effect. 
Another way which has been proposed to reduce the downwards sloping profile of the PW is to artificially reduce 
the interest rate being used to compute the PW payout below the expected yield on the funds, therefore allowing for 
continuous overperformance of the pension funds. 
It has to be noted that all these mechanisms involve lower payouts, increasing the bequests under the PW scheme. 
As an example of one of these solutions, it can be mentioned that initially in Chile the PW payout was calculated 
with an explicit assumption of 0% yield on  pension funds, which meant extremely low PW payouts and high 
bequests. This assumption was later modified to include historical performance of pension funds as a better proxy of 
future yields; interest rates at which annuities are sold is another input being used in the current formula for the PW 
discount rate.  
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always belong to the pensioner or his/her heirs. This is a very convenient feature for those pensioners who 
perceive themselves as having a very low life expectancy, for whom the acquisition of an annuity may 
seem a waste of money. This is especially important in the case of sick or disabled people, miners, 
nuclear workers or others with low life expectancy. 
 
If assumptions on the inputs used in determining the benefit are too optimistic, for instance that life 
expectancy is very low or that funds will generate a very high rate of return, then funds will be exhausted 
at a higher speed, with pensions being abnormally high at the beginning, but quickly approaching the 
minimum level. For this reason, it seems inconvenient that PW providers define the mortality table and 
the interest rate to be used in computing PW payouts. It should be left for the supervisory authority to 
define the mortality table and interest rate to be used in computing these benefits 27.

To avoid any induced bias towards either the PW or the annuity options and providers, the mortality table 
used under PW should be the same as, or similar to the mortality table used for annuity payout 
calculations. Also, the interest rate to be used in PW payout calculations should be closely related to the 
prevailing market interest rate on very long term fixed income papers. Forward looking interest rates 
should be preferred over alternatives which look at the historical return on pension funds, since past 
performance is not a good predictor of future performance. If future performance is better than the long 
term interest rate used in the calculation of the annual payout under the PW scheme, then more funds will 
be accumulated and a higher base for future payouts will be used; but PW payout will be increased ex-
post as a consequence of better realized return on investments, and not as a consequence of ex-ante 
expected better performance. 
 
The presence of a MPG may cause a moral hazard situation if PWs are allowed, since longevity or bad 
investment performance will at least be partially paid by the Government28. It is important to realize that 
under a PW scheme, combined with MPG, the Government bears the bad side of the distribution of the 
longevity and investment risks, with no compensation from the cases in which longevity was short or 
investment returns were high. In these two latter cases, the remaining funds at the individual account will 
always belong to the heirs of the pensioner, as a bequest, but not to the Government, meaning that from 
the Government’s point of view PWs are an extremely biased solution as there is no pooling of risks 29.

To minimize the fiscal impact of the MPG under the PW scheme, it is suggested that in case the PW 
payout eventually falls below the difference between the MPG and the first pillar payout for those 
receiving a PAYG pension and below an eventual MPG for those who only receive a FF pension, then the 
second pillar payout scheme should be modified from the PW to the Minimum Pension Withdrawal 
(MPW). Under this modified scheme, MPG Government funds are provided only when the private second 
pillar funds at the individual account are completely exhausted. 
 
Computing FF pensions with a single unisex mortality table would favor women against men. Under the 
context of the programmed withdrawal scheme, this is equivalent to allowing women to withdraw money 
at a higher speed than what can be sustained, causing increased use of a MPG when women get older but 

27 It is interesting to note that in Peru, every AFP (or pension fund administrator) defines the interest rate to be used 
in computing the PW payouts of its pensioners, with the supervision of the Superintendency of AFPs. In this 
country, the Government does not provide a minimum pension guarantee (MPG) and there is no first pillar pension. 
PW pensioners can in fact run out of money if they live too long. 
28 Moral hazard can be understood here as an increased willingness by low payout pensioners to take the risks of 
longevity and investment return under the presence of a MPG which places a floor on the down-side risk. 
29 It has to be mentioned that as a possible counter-argument to the moral hazard situation, in the presence of 
annuities and programmed withdrawals as the sole alternative payout schemes available for second pillar pensioners, 
some adverse selection process may also take place. In this case, retirees who have private information that would 
lead them to believe they have a low life expectancy (ill health, parents with short longevity, etc.) are less likely to 
annuitize, therefore choosing PW as their payout option. 
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less when they have just retired. In the case of men, the unisex mortality table will force them to withdraw 
money at a lower rate, leading to lower pensions and increased bequests to their families, this leads to a 
higher use of a MPG for recent retirees but makes it unlikely that the MPG will be triggered when they 
grow older. 
 
The PW scheme may also be very attractive and convenient for people who have some other sources of 
funds, in addition to the first and second pillar pensions, and do not benefit from the longevity and risk 
coverage provided by annuities. These people may be willing to use the PW scheme even if this would 
mean not being covered by the MPG provided by the Government. 
 
In addition, operational costs and fees of a PW scheme might be lower than those of annuities, especially 
given that AFs, obvious candidates as providers of PW payouts, are already operating in the Kazakhstan 
market, and would have very low start-up costs on this product. Annuity providers may charge a high a 
price to provide longevity and investment coverage, particularly in the first years of operation when the 
FF pension market will be very small. 
 

C. Minimum Pension Withdrawal for Below-MPG Pensioners (MPW) 
 
As shown in the previous point, the PW scheme in presence of an MPG may cause increased use of 
Government funds. Nevertheless, an alternative payout product may be recommended as a good 
alternative for pensioners who are not able to finance a FF pension, which alone or combined with the 
first pillar pension would provide them with a pension over the MPG. In this case, the pensioners would 
have no choice but to use this payout alternative. This would be the case for all pensioners who at 
retirement are unable to buy a FF pension that alone or together with the first pillar pension reaches the 
MPG, and also for those who after retirement and consuming part of the initial funds are no longer able to 
finance a high enough pension30.

In case of  a MPG for the FF pensions and because poor people tend to have lower life expectancy, it may 
be convenient for the Government of Kazakhstan to require those pensioners who use the MPG, to keep 
their funds in the AF as if they were to follow the PW scheme, and to withdraw not the payout determined 
by the PW methodology, but the amount needed  to attain  a combined first and second pillar pension 
equal to the MPG31. Under this scheme, which we call the minimum pension withdrawal (MPW), the 
second pillar pension should always be determined as the difference between the MPG and the amount of 
the first pillar pension, this is  
 

MPW payout = MPG – first pillar payout.  
 
Funds in the individual account with the AF should be used to finance this upgraded FF payout, until the 
funds are exhausted. Only once these funds are completely depleted, would the Government of 
Kazakhstan have to provide funds to cover for the MPG32.

30 It is interesting to note that in El Salvador the MPG by the Government does not apply to annuity pensions 
(immediate and deferred), but only to PW pensions. In Peru, there is no MPG, so PW pensioners that run out of 
money are left with no pension. 
31 Technically, the MPW scheme is different from the PW scheme, since the determination of the payout follows a 
totally different formulation. But the MPW shares with the PW scheme the fact that it is administered by the AF, the 
funds are kept at the individual account, and they increase by the return on investments and decrease by the payouts 
withdrawn, until funds are completely exhausted. But mortality tables and interest rate assumptions play no role in 
the determination of this  payout. 
32 In Kazakhstan, where MPG is expected to grow in real terms through time, because it follows average wages, the 
use of this MPG scheme as the single payout option available for low level pensioners may even be extended to 
those retirees who although they can buy a second pillar payout which added to an eventual first pillar payout 
initially exceeds the MPG, are nevertheless expected to have a combined pension which will eventually fall below 
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The advantage for the Government of Kazakhstan of not allowing these below-MPG pensioners to choose 
the annuity scheme for the second pillar pension is avoiding the need to supplement their pensions with 
Government funds from the very first moment. Under the MPW second pillar pension, the Government 
would delay its contribution to provide for the full MPG till the private funds are exhausted. This is not 
only a matter of postponing an inevitable outflow, but rather of reducing the present value (and possibly 
absolute value) of these outflows since a portion of the pensioners will die before their funds are depleted 
(and before the Government starts paying the MPG). 
 

D. Temporary Withdrawal combined with a Deferred Annuity (TWDA) 
 
The two products described above are the two extremes in terms of who bears the longevity risk and the 
investment risk. In the case of the annuity, the two risks are transferred from the pensioner to the insurer; 
in the case of the PW, the two risks are born by the pensioner. 

 
Another product, called temporary withdrawal with deferred annuity (TWDA), is similar to an inter-
temporal bridge between these two extremes. It allows for a period of time during which TWs are made 
from the pension fund in a scheme very similar to the PW; once this period of time is over, the pensioner 
starts receiving a lifetime annuity from an insurer. 
 
Technically, there is some difference between the formula used in calculating the TW and the formula 
used for the PW scheme. In the first case, payout is calculated as a guaranteed temporary annuity, with a 
100 percent probability of making these temporary payments. On the other hand, PW payouts are 
calculated as a non-guaranteed annuity, with probabilities of making the payments, as given by the 
mortality table used. Therefore, in calculating the TW payout, the mortality table plays no role. In both 
cases, some assumption needs to be made on the future performance of the funds kept to finance the 
payouts33.

The deferred annuity will be affected both by the mortality table and the interest rate being used. In this 
case, given the deferred period for the starting of the annuity payouts, the annuity factors will be smaller 
than the annuity factors for an immediate annuity34.

For this combined solution, some definition of the absolute level of one of the two pay-out pensions, or 
the relative level between the two, is needed to solve the equation for the two payouts and also to define 
how much money stays with the AF and how much money goes to the acquisition of the deferred annuity. 
For instance, it could be defined that the initial temporary payout has to be equal to the deferred annuity, 
or maybe a fraction to be chosen by the pensioner in the range of 50 percent to 200 percent of the deferred 
annuity35. The longer the deferral period, the lower will be the payout due to the impact of the longer 

the MPG after a few years, causing the use of Government funds in the future. For instance, the MPW option may 
be mandated for those whose total pension does not exceed by 10% the Minimum Pension Guarantee.  
33 This technical difference in the way under which the temporary withdrawal is calculated determines that the 
expected profile of its payouts is constant at the initial level (like a guaranteed annuity), not downwards sloping as in 
the PW scheme. Of course, this payout scheme is more funds-demanding, so temporary withdrawals are commonly 
used for a short period of time. 
If BalanceTW stands for the balance of funds needed to finance a temporary withdrawal payout of PayoutTW for N 
years (the annuity deferral period), then the amount of the payout is obtained from the equation 
BalanceTW = PayoutTW * [ (1+i) * (1+i) -N ] / i , where i is the interest rate. 
34 The N years deferred annuity factor Ax:N will be given by Ax:N = Nx+N / Dx – Dx:N / Dx , where Dx:N = lx+N / (1+i)x+N 
and Nx+N = Dx+N . 
35 If we assume that both payouts (the temporary withdrawal and the deferred annuity) will be equal, then this 
common payout will have to satisfy the two following equations  
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implicit guaranteed period. The deferred annuity can also be defined to be no less than 100 percent or 120 
percent of a MPG, to avoid possible fiscal impacts from individual choices. 
 
In terms of how and when the individual account balance is split between these two payouts - part of the 
individual account remains with the AF, enough to finance full payment of the TW, and the rest is 
transferred immediately to the insurance company as a single premium to pay for the deferred annuity. 
The insurance company covers (at least partially) the investment risk by immediately investing the whole 
premium received. 
 
The substitution of the PW scheme by a combination of a TWDA is a good solution to the moral hazard 
problem of the PW under an MPG scenario. In this case, pensioners could either choose an immediate 
annuity or a deferred annuity with a TW, but will always be transferring the longevity risk and investment 
risk to an insurer. The Government would not have to pay for the worst-case scenarios of abnormal 
longevity or poor investment performance under the PW scheme. 
 

E. Programmed Withdrawal combined with an Immediate Annuity (PWIA) 
 
Another option available for payouts, is allowing for the combined acquisition of the two pure first payout 
options: every pensioner can simultaneously buy two different pay-out schemes, a PW and an immediate 
annuity. 
 
Similar to the previous case, under this solution the funds available at the pensioner’s individual account 
are split in two parts, one remaining at the AF and the other portion going immediately to the insurance 
company. It is for the pensioner to decide how much funds go to one and to the other institution36.

To cover for the fiscal and personal consequences of possible exhaustion of funds under the PW scheme 
(and the termination of the first component of this combined payout pension), pensioners may be required 
to buy an immediate annuity which added to an eventual first pillar payout satisfies certain absolute 
minimum levels, like 110 percent of the MPG. 
 

F. Programmed Withdrawal combined with a Mandatory Delayed Annuity (PWMDA)  
 
Another option by which the Government may avoid the moral hazard problem that arises when the PW 
scheme is provided under a scenario with MPG, is to accept the PW as a temporary choice, as long as 
enough funds are kept in the individual account. The remaining funds should allow for the acquisition of a 
lifetime immediate annuity at least equal to say 110 percent of the MPG. Should the funds diminish 
below this standard, a mandatory replacement of the PW by an immediate annuity would be triggered. 
The scheme could also be valid under the mandatory acquisition of a delayed deferred annuity instead of 
a delayed immediate annuity37.

The advantage of PWMDA is that pensioners need not buy an annuity (immediate or deferred) 
immediately upon retirement. That is in addition to the possibility of continuing to work, which would 
allow for choosing the moment when they buy their annuity. An example of why a worker would want to 
delay this decision is an expectation for a different market scenario, with more favorable prices and 

Payout = BalanceTW * i / [ (1+i)*(1- (1+i)-N) ] = BalanceDA / Ax:N , where BalanceDA stands for the balance or 
premium used in the acquisition of the deferred annuity and the total balance B at the second pillar individual 
account is equal to Total Balance (B) = BalanceDA + BalanceTW . 
 
36 Although not currently allowed, the acquisition of two parallel and complimentary second pillar pensions is under 
discussion at the Chilean Congress as part of the reform of the private pension system. 
37 As an interesting example of a similar delayed annuitization scheme, the British private pension scheme calls for a 
mandatory acquisition of an annuity upon reaching the age of 75. 
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interest rates or stronger competition among insurers. Pensioners who perceive themselves as having low 
life expectancy, like cancer patients, would prefer to stay with a PW scheme for a while, with the 
objective of leaving a bequest upon their death, and being forced to buy a delayed annuity only after some 
years if death has not occurred. Of course, there is also the disadvantage that during this delayed period 
both the longevity risk and the investment risk are 100 percent born by the pensioner. In addition, there is 
no guarantee on the prices (annuity factors) at which annuities will be bought in the future. But the MPG-
related moral hazard problem has been diminished. 
 

G. Other Pension Products 
 
In addition to the schemes described above, other types of pension products have also been proposed. A 
type of “permanent income” solution, by which pensioners are allowed to withdraw an amount of money 
equal to the interest on the total capital, but nothing more. It is very similar to a PW or annuity scheme 
where pensioners are assumed to live forever, with zero probability of ever dying. As no amortization of 
the capital is allowed, 100 percent of the accumulated capital is paid as a bequest, but payout pensions are 
extremely low.  
 
There are also some other group annuities or group PW schemes, by which individual risks of dying too 
soon or dying too late are pooled in a cohort or group of pensioners which remains together till the last of 
them dies. Investment risk is born by the group of pensioners, and so is the deviation of the cohort’s 
mortality with respect to the mortality table used for the group. An example of this solution is the 
Bolivian variable group annuity, which although included as one of the pension products in the new 
pension law, has yet not been put into practice. The Russian Government is also exploring this option. 
 

H. Summary Matrix of Alternatives and Conclusions 
 
The following matrix summarizes the products discussed as options for the second pillar payouts, with 
their main characteristics. 
 

Table 9:  Summary Table for Second Pillar Alternative Products 

 
Investment Risk 
Coverage 

Longevity Risk 
Coverage 

Payout Determined 
by Mortality Table 

Final 
Recommendation 

. Immediate Annuity 
 

YES YES YES 
Suggested as a 
solution 

2. Programmed Withdrawal 
 

NO NO YES 
Not suggested as a 
solution 

3. Minimum Pension 
Withdrawal 
 

NO NO NO 
Best solution for 
moral hazard 
problem under MPG

4. Temporary 
Withdrawal with Deferred    
Annuity 
 

YES YES YES 
Suggested as a 
solution 

. Programmed Withdrawal 
with Mandatory Delayed 
Annuity 

YES in long 
Term, not during 
delayed period  

YES in long 
Term, not during 
delayed period 

YES 
Suggested, specially 
for short life 
expectancies 

The early stage in the development of the financial markets and the insurance industry in Kazakhstan 
favor an initially simple payout scheme. With the development of the industries and the maturing of the 
market for payout products, these products can be diversified and elaborated. 
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The annuity factor 
As mentioned earlier, one of the main determinants of the performance of the payout phase of a pension 
system is the annuity factor applied for the annuity products offered. 

In general, it is recommended that the price of life insurance policies be freely determined by the 
insurance companies on the basis of their own mortality tables and assumptions regarding future interest 
rates. In this way when quoting annuities insurance companies will be free to use different life 
expectancies and rate of return tables for different clients – i.e. the annuity factor will be able to vary 
between insurance companies and among a company’s clients (according to gender, age of the retiree, 
geographical region or any other variable that could help predict the longevity of the pensioner), possibly 
alternating also through time due to changes in market interest rates.  

The use of a unisex mortality table works in favor of a higher pension for women than otherwise would 
have been computed, and a lower pension for men, i.e. male retirees subsidize female retirees. However, 
there are several problems with unisex mortality tables that make this tool unsuitable and make it 
preferable to allow the use of sex-specific mortality tables to calculate the annuity factors for pensions. 
The problems include: (i) the Government will have to define the unisex tables and if they are wrong 
there could be significant public liabilities;(ii) annuity providers will try to avoid female customers 
because by definition they imply a loss while male customers are very profitable. The Government will 
have to impose close controls on annuity providers to avoid that they use the many different ways in 
which they would try to avoid selling annuities to women, and (iii) need to impose the same interest rate 
on all pension contracts to avoid that annuity providers circumvent the unisex tables through different 
interest rates. 

The possibility to price annuities freely tends to favor the poor and disadvantaged groups like miners 
because annuity providers know that they have lower life expectancy and are therefore able to pay higher 
pensions for the same amount of assets. Another advantage of not imposing unisex pricing is the large 
reduction of the probability that a gender imbalance in the clientele of one or more companies can occur, 
with “demographic risk” or an adverse selection problem causing the failure of those companies who do 
not manage to attract the more appealing customers (those with shorter life expectancy) and /or end up 
having a disproportionate percentage of long-living female pensioners. This risk is especially high for 
Kazakhstan because of the explicit prevalence of women to men among the retired. 

The main argument against allowing the annuity factor to be determined by the market is that this would 
lead to annuities being sold to women at a higher price than to men (due to their higher life expectancy at 
retirement), which would further decrease the pension benefit stream of retired women, already small due 
to their shorter accumulation period and lower salaries. Furthermore, if the Government over time takes 
active measures to decrease the gender wage differential and considers increasing the retirement age of 
women, it would be best if the annuity formula is not fixed, as it can be argued that in the long run this 
will allow the annuity market to faster self-perfect and become more efficient. 

Furthermore, if the same mortality tables and interest rates are imposed for all retirees of the same age, 
this would mean that annuity providers will not be allowed to offer better terms to people who are known 
to live shorter, for example men as compared to women or people working/living in health-damaging 
environment (a nuclear site) as compared to those not experiencing such a negative environment. Offering 
joint annuities to retiring spouses is a way to reduce the impact for people of the same age who deserve to 
be treated differently due to their different life expectancy. 

Considering the early stage of development of the pension system and insurance industry in Kazakhstan, 
the imposition of a fixed annuity factor and the need to protect insurers against it will put a substantial 
strain on the performance of these companies and the pension system. Therefore it is advisable that 
instead of fixing the annuity factor, the Government pursues measures to increase the replacement rates 
women face by increasing their retirement age, closing the gender differential, increasing the funding of 
individual accounts, and providing a MPG, as this will decrease the gender differences in accumulated 
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assets and will mitigate the above-mentioned negative effect of the flexible annuity factor on the welfare 
of retired women. 

THE PROVIDERS OF PAYOUT PRODUCTS  

Whereas the annuities require the existence of entities with the form and regulation of insurance 
companies, with strict regulations on reserve calculations and solvency requirements, the phased 
withdrawal and minimum pension withdrawal products require less regulations, since for the latter two 
both the longevity risk and investment risk are in principle borne by the pensioner, not the provider of the 
pension, as in the case of annuities.  

The market for payout products 
The market for payout products for funded pensions in Kazakhstan is still small due to the very short 
period of asset accumulation and the relatively low wages (and therefore contributions) of the currently 
retiring generation. The total amount of payments from the FF pillar has been approximately 6.5 bn. 
Tenge per year38. The total payment by the pension funds over the last five years amounts to 
approximately 15 bn. Tenge. More than half of these payments were made to those who changed 
citizenship and departed Kazakhstan. Monthly payments to the new retirees constitute a third of all 
payments. At the end of 2002 monthly aggregate old-age funded pensions stood at approximately 
US$1.15 ml. while monthly payments of PAYG were approximately US$60 ml. In March, 2003 the total 
size of pension fund assets stood at 281 bn. Tenge. The number of people willing to buy an annuity 
insurance will be increasing as the generation born in late 40s - early 50s begins retiring.  

Given the estimates on aggregate pension asset growth, it is reasonable to believe that the demand for 
annuities which will arise with the phasing in of the payout products for the funded pensions will give a 
strong impetus for the development of the insurance industry in Kazakhstan. 

The Government needs to consider different alternatives for the market structure of FF payout providers. 
The options considered depend on what choices and requirements retirees will face. Depending on what 
the Government requires retirees to do with their pension savings the type of institutions and markets will 
be different. As mentioned above the requirement of using unisex mortality tables by itself has significant 
consequences and a large impact on what type of market is possible.  At the same time the universe of 
allowed options for payout products will also have an impact on the market. 
 
In general, the options include an openly competitive structure with several providers, a single provider, 
and a public clearinghouse with public or private providers of the benefits.  Again the international 
practice is that competing insurance companies provide the products but there are several countries that in 
addition introduce tightly regulated market mechanisms to ensure that desired social objectives are 
achieved.   

The providers of annuities  
The National Bank of Kazakhstan is preparing a bill on the regulation of annuity provision covering the 
functions of the pension fund and annuity insurance companies and its coordination of the industry. The 
draft of the bill is expected to be ready in December 2003. 

Specialized Annuity Companies

A possible approach is to have specialized annuity insurance companies as providers. Life insurance 
companies would not be allowed to sell annuities under this scenario. The most important argument 
favoring the creation of single-purpose annuity companies is total immunization from other products or 
projects - the risk of contamination with other non-profitable products or businesses is minimized, 
explicitly separating the performance of the annuity business from the performance of other markets. 

38 S. Khakimzhanov, K. Mynbaev. Old-Age Poverty and Pension Systems in Kazakhstan 2001. 
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A disadvantage of this solution is risk concentration for the specialized annuity providers. The 
concentration of the annuity-related longevity and investment risks in single-purpose companies does not 
allow for the proper balancing and diversification of these risks. Alternatively, a multi-purpose life and 
annuity insurance company can pool the longevity risks on annuities with the death risks of life insurance. 
The reinvestment risk of very long term liabilities (like annuities) backed with fixed income assets with 
shorter duration can be reduced by investment in other types of assets (other currencies, variable assets, 
longer durations) and the acquisition of other types of liabilities (shorter liabilities, for example) in the 
other businesses allowed to the insurer.  

Another disadvantage of the single-purpose annuity companies is that they would have to be started from 
scratch. This would cause additional setup costs. The income of the single-purpose annuity companies 
might not be enough to cover the expenses, especially during the first years of operation, when the market 
is expected to be very small. 

Life insurance companies as providers of annuities

The best option is to allow life insurance companies to sell annuity products. Although the insurance 
industry in Kazakhstan is in its formative stage, in general it can be argued that this scenario is preferable 
to the specialized annuities providers case discussed above, first due to the better pooling of risks which a 
life-insurance company can achieve, and second – due to the lower costs life insurance companies will 
incur. Furthermore, it can be expected that the fact that these companies would be offering life insurance 
products in addition to the payout products (i.e. they will have a potentially larger market than the 
specialized annuity providers) would make entry into this market more attractive which can result in fast 
growth and increasing competition in the industry.  

A disadvantage of the multi-purpose company is the possible contamination of the annuity business with 
solvency problems of the insurer due to bad performance on the non-annuity businesses, which would 
affect both the pensioners and the Government (through the minimum pension guarantee). This 
disadvantage can be minimized, although not completely eliminated, with strict regulations on reserve 
computations and investment requirements, plus a legal preference (preferred rights) in favor of annuity 
obligations.  

All annuity pensioners and the Government would be reassured by the introduction of preferred rights 
over all the assets of the insurance company, being related or not to the backing of the annuity reserves. In 
this way, in case of insolvency or financial problems faced by the life insurance company, the first clients 
to be paid with all available assets would be the annuitants, favored to all other clients of the insurer. This 
is a common regulation imposed on insurance companies dealing simultaneously with mandatory 
products and voluntary products, to defend both the mandatory annuitants and the Government 
guaranteeing a minimum pension. Annuity pensioners and the Government may end up in an even better 
situation than in the specialized annuity company case, since additional resources from other businesses 
will work in their favor. 

With regard to the advantages of the pooling in and diversification of demographic risks when companies 
are allowed to develop other businesses together with annuities, it can be said that he issuance of annuity 
policies by these same companies would allow companies a better hedging of demographic risks and 
lower the price of both life insurance and annuities. 

Reserve calculation and solvency requirements need to be very demanding on all mandatory annuity 
products, given the minimum pension guarantee. This should be a means by which the risks and 
consequences of over-competition and over-selling by competitive insurers should be minimized. 
Longevity and investment risks are always present in the annuity business, irrespective of whether it has 
been defined that specialized companies or multi-product companies will provide the annuities. 
Regardless of the actual structure, a strong and independent insurance supervisory authority has to be 
created and mandated to define the tools and formulas by which annuity reserves will be computed, 
including conservative mortality tables and technical interest rates. In addition, an insurance law should 
force proper diversification and valuation of the investments used to back annuity reserves, plus solvency 
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or capital requirements related to the volume of reserves or operations in the annuity business. Rules that 
encourage matching of currency and term of assets and liabilities should also be developed, for instance 
allowing for lower technical reserves or lower solvency requirements for better matched companies. 

It is common international practice, either because of regulatory requirements or sound business practice 
that the capital, reserve, solvency and investment requirements are different in the annuities business and 
in the life insurance business, even if both are in the same insurance company. For example maturity and 
currency matching is much more important for the annuities business, particularly if problems like of 
some large European insurance companies are to be avoided. Although the two business lines 
complement each other through a reduction of overall risk, they are different. 

In a market oriented competitive solution, technical reserves and solvency requirements will play an 
important role in keeping the safety of the whole annuity industry. In a scenario where companies decide 
on their own how much to charge clients or how much to offer them, i.e. how much payout to offer for the 
single premium to be received, insurers would be required to compute their reserves with mortality tables 
and discount rates which do not necessarily follow the tables and interest rate assumptions on which their 
annuity factors were computed. The insurance supervisory authority should define the inputs (mortality 
tables, interest rates, reserve formulas) to be used in reserve calculations, with the payout pension offered 
by the insurer as the exogenous variable, irrespective of the inputs, assumptions and formulas determined 
by the insurers to define the payout they could offer. A conservative rule may most likely determine that 
the technical reserve to be computed will exceed the single immediate premium received, forcing insurers 
to cover the difference with their own equity. In this case insurers would be free to charge whatever price 
they like, but reserves would be computed (and enough investments kept) according to this conservative 
rule. The rules to calculate reserves would be the same for all market participants. 

The providers of the PW and MPG products  
Accumulation  funds

While the risks involved in the provision of annuities require that the issuing company be structured as an 
insurance company, the same does not apply to the providers of the other products we suggest be included 
in the payout phase of the pension system – the phased withdrawals (PW), temporary withdrawals (TW) 
and the minimum pension withdrawals (MPW). Unlike the case of annuities, these products keep the 
longevity and investment risk with the pensioner which mean that the providers of these products would 
not need follow the same reserve requirements.  

The pension funds (both the NSAFs and the SAF) which currently manage the funds in the individual 
accounts of pension system contributors can be used to provide these two products. These AFs are 
currently organized as single purpose companies, with no approved role during the payout stage. Instead 
it was assumed that the SPPC will assume this role as it currently manages the payment of PAYG 
benefits. Making pension funds the providers of the PW and MPW products would be a better solution, as 
these companies already manage the individual accounts. Furthermore, keeping the provision of these 
payout products with the AFs will result in a competitive market for these products, which would not 
occur if SPPC takes over this function. Given that their regulation and supervision is adequate, allowing 
AFs to provide these products would be less costly and will result in a better service than if this function 
is delegated to SPPC. If AFs are allowed to provide PW and MPW, this will necessitate a change in their 
allowed charges and reserve requirements, yet their current status of managers of third party money will 
remain unchanged. It can also be recommended that the rules governing the operation be pooled in a 
separate legal act. 

Approval of AFs to sell annuities would require major changes in their regulations, with the creation of 
separate legal vehicles or entities that would be affiliate companies of the AFs, subject to the same reserve 
and solvency requirements applicable to insurance companies. There is no meaningful way in which the 
current AFs would be able to sell annuities as part of their operations without creating separate entities or 
funds. These longevity and investment risks should not be mixed with the current responsibilities of 
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managers of funds. Therefore we strongly suggest that AFs be considered only as providers of products 
not involving these risks – the PW and the MPW. 

Other providers

There is also the alternative that other entities, like mutual funds and banks be accepted as providers of 
mandatory payouts. These institutions are knowledgeable in financial businesses and usually have large 
commercial infrastructure which could be easily used, at a minimum cost, to provide retirement payouts. 
In providing PW or TW type of products, they would only need to hire or outsource the services of some 
actuaries, who can develop or provide the systems and processing capabilities needed. 

However, providing annuities is a different business. The same actuaries used for PW could do the job, 
but in dealing with annuities the provider would need to insure pensioners against the risks of longevity 
and investment returns. To properly account for these risks, providers would need to compute and keep 
technical reserves in the same way that insurers do, with the required backing of investments and also 
solvency margins. To do this, the creation of a separate entity would be suggested, which is equivalent to 
starting an annuity company. The coverage of both longevity and investment risks should not be done 
through a mutual fund or a bank, which are not prepared to deal with them and are not monitored on these 
long term risks.  

It is therefore suggested that if other institutions, like mutual funds and banks are accepted as providers of 
mandatory pension payouts, they should be allowed to sell only products which do not involve the 
coverage of longevity and investment risks. 

The summary matrix describes the alternative providers of payout products and their specific features. 

Table 10: Summary Table for Alternative Mandatory Payout Providers 

 
Capital 
Fresh 

Required 

Investment and 
Longevity Risk 

Coverage 
Product to be Offered 

1. SPECIALIZED ANNUITY Companies YES YES Annuities 
2. LIFE INSURANCE Companies  NO YES Annuities 
3. PENSION FUNDS NO NO PW, MPW 
4. MUTUAL FUNDS NO NO PW, MPW 
5. BANKS NO NO PW, MPW 

THE PHASING IN OF THE PAYOUT SCHEME FOR FUNDED PENSIONS 

Having presented the structure of the payout phase for the funded pension benefits, we now turn to the 
question of the mechanics of phasing in the suggested products. There are three different stages of the 
reform that will define what type of payout options are appropriate. 
 

d. Until about 2020, when the PAYG scheme is still very important the key issues are how to move 
to in the FF scheme from the current system of a lump sum payout to a flow of  payments.  For 
example temporary withdrawals (TW) over 3 to 10 years.  At the same time the foundations for 
an annuity industry need to be created by for example establishing the rules for an annuities 
market that would serve mostly those with higher incomes.  

e. In the period from 2020 to 2043 when the PAYG and the MPG are phased out the issues of the 
first stage are increased by the issue of how to avoid that retirees fall into poverty when the MPG 
is phased out or replaced by another mechanism.  Alternatives include supplements to whatever 
benefits the PAYG system still pays such as mandated annuities or minimum pension 
withdrawals (MPW) that allow the retiree to reach the minimum income benchmark. 
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f. After 2043 a system of payouts needs to be in place that achieves the retirement objectives of the 
pension system.  There need to be instruments in place that alleviate old age poverty as well as 
instruments that offer reasonable and cost effective choices of retirement income provision. 

 

As previously mentioned, currently retirees can receive their accumulated funds as a lump-sum. 
According to the current legal setting, fully funded pensions will be paid out as annuities. According to 
the Law, only a person who has funds sufficient to provide him/her with a minimum pension is allowed to 
purchase an annuity. A regulation from July, 2003, specifies that retirees whose individual accounts are 
less than 20 minimum pensions or less than 100,000 Tenge will receive their pensions as lump-sums. 

Given this framework and the estimates of the average value of accumulations in individual accounts, we 
suggest that the practice of paying benefits as lump sums be discontinued in general. At the current level 
of accumulation, individual accounts are large enough to support a payment scheme of PW or TW.  

For new retirees who have PAYG benefits below the MPG, we suggest that their individual accounts be 
used with the minimum pension withdrawal scheme described above. This would secure that these 
retirees would receive a total pension benefit not smaller than the minimum pension. Given the still high 
value of average PAYG benefits, it can be expected that the budgetary expenditures for the minimum 
pension guarantee  for this group of retirees will be minimal.  

All contributors who at retirement have a PAYG benefit above the MPG, should receive the benefits from 
their accumulated assets as PW or TW or allowed to buy an annuity. The period for the withdrawals could 
start immediately at 3 years and then be increased by one year every year. Retirees should be given the 
option to purchase an annuity because only those with higher income will be in a position to do so.  There 
is no down side risk by this because these are clients that can be expected not to fall into poverty and to be 
able to make an informed decision about price and provider.  At the same time their demand would help 
to develop the annuities market.  

Such a transitory phase would allow time for the perfection of the regulation on the payout phase and the 
annuity providers. It would also be unreasonable to immediately make annuitization mandatory, as the 
size of individual accounts is still limited and PAYG benefits are still substantial. 

In the medium term as the system matures, a larger number of payout products should be allowed into the 
market.  The exact definition of the payouts at each stage needs to be resolved taking into consideration 
the conditions in Kazakhstan, its institutions, and the evolving social and economic objectives of the 
Government of  Kazakhstan. 
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 SECTION SIX 

IMPROVING THE PERFORMANCE OF THE PENSION SYSTEM 
The preceding review of the development, status and projected outcomes of the reformed pension system 
indicates a variety of areas in which changes and refinements should be considered. These may be 
generally categorized as including:  

1) Changes to the basic benefit and financing structure of the system, during both the transitional 
and fully implemented stage, aimed at improving the capacity of the system to provide adequate 
and equitable benefits;  

2) Development of policies and systems to ensure that the payout stage of the main element of the 
reformed system, the Fully Funded pension savings accounts, will function effectively and 
efficiently;  

3) Improvements to the institutional and regulatory infrastructure on which the reformed pension 
system is based.  

Some preliminary recommendations for the design and development of the payout system are included in 
the preceding section addressing these issues.  This final section of the report sets forth some 
recommendations to address the anticipated problems with the adequacy and distribution of benefits of 
the Fully Funded system and enhancements to the institutional and regulatory aspects of the pension 
system. 

THE BENEFITS OF THE FUNDED SYSTEM  

The analysis of the projected path of the reformed system in Sections Two and Three of this report 
indicate that one of the main dynamics of the reformed system will be a gradual decline in the capacity of 
the reformed system to replace income.  This is due to the removal of the Minimum Pension Guarantee as 
the PAYG system with its minimum guarantees is phased out and the direct relationship between annuity 
values from the FF system, work histories and expected longevity at retirement.  

As noted in this analysis this development is most significant for women due to the interaction of several 
factors – namely lower wage histories, shorter work histories due to labor participation interruptions and 
an earlier retirement age, as well as longer retirement periods that diminish the annuity value of 
accumulations in the Fully Funded accounts. Although, the real value of the annuities the system can be 
anticipated to produce will increase, as the economy and wages grow over time (as shown in Figures 24 
and 26), the value of pension benefits relative to average wage will decline to an projected steady state 
average of about 10 percent for women, in 2042, and 37 percent for men in 2033. 

These are likely to be levels that result in a large portion of pensioners receiving benefits that, while 
providing a subsistence level of income by today’s standards, are unlikely to be sustainable in a political 
environment in which the elderly represent an increasing proportion of the population. Many of these 
pensioners are likely to accrue benefit levels that place them below prevailing poverty levels at the time 
of their retirement imposing substantial social risk and the potential for large Social Assistance and 
related expenditures to address the associated consequences.  In the intervening period expected outcomes 
of the pension system of this nature may become self reinforcing through a stagnation and even decrease 
in pension coverage, as the substantial tax burdens, diminishing replacement rates, and the lack of a 
minimum pension guarantee create weak incentives for participation in the reformed system.  

Several countervailing factors, however, are highly relevant to the consideration of these potential 
problems. Most significantly, a large proportion of the individuals at risk of old age poverty under the 
reformed system are women.  Many, if not most, of these women can be expected to be married for a 
substantial portion of their working lives and to remain married at the point of retirement.  In fact some of 
the key factors associated with low projected benefits under the new system, interrupted labor force 
participation and retirement at the earliest statutory age will be closely correlated with marriage, two 
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income households and child bearing.  These characteristics will have a strong association with factors 
that strongly mitigate the risks of old age poverty including household wealth accumulation, inter-
generational transfers, spousal pension benefits and the potential for survivor benefits. 

A variety of policy initiatives that could be undertaken to raise the future level of pensions and income 
protection to groups anticipated to be at greater risk under the new system are feasible.  These generally 
incorporate four types of approaches to the problem (1) Supplementing the benefits accrued from Fully 
Funded accounts after (4) Changing some of the basic parameters of the Fully Funded system to increase 
the projected benefit levels for all or some categories of workers (4) Imposing restrictions on the nature of 
payouts from the FF accounts to achieve intra-household re-distribution and (5) Supplementing the flows 
into the accounts of low income workers to raise the benefit outcomes at retirement. 

These approaches are not mutually exclusive and may be implemented in many potential combinations 
although they are likely to have interactions both positive and negative that will need to be carefully 
considered. All of these alternatives must be considered in the context of the more basic issue of coverage 
of the system and the incentives of the system in relation to participation in the formal economy.  

 

Supplementing Benefit Levels 

Demogrant 
The demogrant may take a variety of forms. Two that could be considered are: 

• A demogrant substituting for both the minimum pension and the social assistance allowance, 
awarded to the entire population several years after retirement, for instance at the age of 65 or 67. 

• A demogrant substituting only for the social assistance allowance, set at a value lower than the 
minimum pension and the subsistence minimum, given either at retirement age or several years 
afterwards. 

The major argument in favor of the demogrant is that it will guarantee the welfare of all of the elderly. 
However, it would be paid to all regardless of income, wealth or the value of a pension account making it 
the least efficient policy option in targeting expenditures to those at risk of poverty. This approach is 
consequently far more costly to the budget than the extension of the Minimum Pension Guarantee and the 
maintenance of a social assistance pension (see Figures 31 and 32). If a demogrant is set at the minimum 
pension level and is awarded at age 65 for both men and women it would impose a cost of approximately 
4 percent of the wage bill rising to more than 10% after 2050. This is nearly double the cost of 
establishing a funded system minimum pension guarantee. Furthermore, the demogrant will provide a 
lower guaranteed income for a significantly greater aggregate cost due to inefficiency in targeting. If 
considered in a dynamic model the demogrant could have even a greater cost because in either form it 
would accentuate incentives to remain in the informal sector, especially if it is provided at the current 
retirement ages of 58 for women and 63 for men, or at the level of the MPG.  
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Figure 31: Costs of Different Old-Age Security Programs, Share of Wage Bill 
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Figure 32: Costs of Different Old-Age Security Programs, Share of GDP 
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If the coverage of the pension system decreases, this will impede the development of the insurance 
industry because the risk pooling possibilities and the expected profits would decrease, and that of the 
financial sector because of the fall in the demand for long-term investments.  

Another strong argument against the adoption of a demogrant is that this would contradict the two main 
principles underlying the pension reform – the direct link between contributions made and benefits 
received, and the reduction in budget subsidies for the pension system.  

Minimum pension guarantee 
For purposes of the projections and this analysis, it is assumed that applicable minimum and maximum 
pensions from the PAYGO system will continue to be indexed in relation to the average wage in the 
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economy. It is recommended that a policy that utilizes consumer price indexing be formally and 
consistently implemented in lieu of the ad hoc approach to date. This will maintain many pensioners with 
combined benefits during the transition period (especially women) above the thresholds for social 
assistance.  The continuation of a branch-specific indexation of wages for the purpose of calculating 
PAYG benefits, as in the June 2003 pension recalculation, should be avoided. It adjusts benefits in a way 
that is unrelated to changes in the cost of living of pensioners. A pensioner who retired from a branch that 
became stagnant has probably the same needs in terms of income adjustment as one who retired from a 
branch that is now booming. The uneven nature of the resulting pensions therefore does not necessarily 
reflect lifetime earnings. In addition, this method intensifies the wide remuneration variations across 
sectors.  

The long-term issue that needs to be addressed, however, is the nature of the income “floor” that will be 
applied to the FF pension system.  The projections undertaken for this report indicate that the 
replacements rates that can be expected from the fully funded pillar, although steadily increasing in real 
value as the system matures, will not, under a reasonable set of assumptions, about labor market 
dynamics, wage growth and rates of return in the capital markets, be nearly as high as previously 
provided under the PAYG system. On average the replacement rates in the first year of retirement are 
projected to be less than one quarter of the final years wage (see Figure 28) and only about 30 percent of 
average wage (see Figure 29). This is due in a significant extent to the relatively low expected benefits 
from the FF system for women whose combined replacement rate in the first year of retirement will 
decline from the current level of about 40 percent of final wage to about 16 percent on average when the 
transition is fully effectuated. 

Although this is due to the interaction of all of the determinants of benefit levels in an individual account 
system (lifetime earnings, retirement age and longevity) a key aspect of the dramatic change in the 
relative status of women is the phasing out of the minimum benefit guarantee with the end of the PAYG 
system. This is likely to place women, in particular widows and those who have never married, at a high 
risk of old age poverty. It will also have a severe effect on men who remain in low wage occupations, 
who will gradually see the income protection of the minimum erode during the transition.  

The expenditures financed through the social insurance payroll tax will decline from the present peak of 
21 percent of the wage bill to about 5 percent of it in thirty years (see Figure 19). At that point the social 
insurance tax will be largely channeled to social assistance expenditures because of the significantly 
limited coverage and stricter working history requirements of the funded pension system, as compared to 
those of the reformed system where nearly everyone obtained a work history sufficient to provide 
him/her with a minimum pension39. Even following the full transition to a FF system, however, the 
cumulative expenditures from the social insurance  payroll tax will remain below 5 percent of the wage 
bill. This provides an opportunity to address the problems of benefit levels and of the high labor taxes 
that affect the coverage of the pension system.  

The most direct means to address this problem would be to provide a minimum annuity floor for the FF 
system, for example “topping up” the annuities derived from the FF accounts to a level equivalent to the 
existing PAYG minimum pension of 21 percent of average wage. This would substantially raise the 
average level of income replacement at a relatively low fiscal cost because the amounts to raise annuities 
to the minimum would be small but widely dispersed and delayed if the minimum pension withdrawal 
scheme is utilized. A preliminary analysis indicates that such an approach would cost only about 1.7 
percent of the wage bill or 0.65 percent of GDP when fully implemented, but would effectively double 
the average replacement rate of women’s benefits (see Figure 30), and would raise the overall average 
replacement rate by as much as a third. 

Furthermore, instituting the minimum pension guarantee for the funded system has the advantage of high 
efficiency in the targeting of expenditures. It would provide benefits only to those who have participated 

39 For example years spent in education and child rearing are no longer relevant to the working record for the FF 
system. 
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in the formal sector for a sufficient number of years. It would also partially address the problem of 
pension system participation incentives as it would be greater than the available social assistance pension. 
The experience of other countries with FF DC pension schemes shows that a minimum pension benefit is 
very effective in keeping women contributing to the pension scheme and out of poverty 

The net costs of a minimum pension, in fact, might be lower than the projections above because it could 
induce some informal sector workers to move into the formal sector thereby substituting some portion of 
costs associated with social assistance with minimum pensions, a dynamic that is not included in the 
analysis. However, there would remain incentives for limited participation, sufficient only to meet the 
minimum pension requirements, especially those with lower wages who faced little prospect of accruing 
account balances that would result in retirement annuities substantially above the minimum.  

A central issues in considering any of these approaches to providing an explicit income floor will be the 
degree to which eligibility is income or means tested on a household basis.  A minimum pension 
guarantee could be limited only to persons who can demonstrate that they lack sufficient resources either 
in the form of household wealth or spousal income from a pension or other sources.  This would in 
principle improve targeting efficiency thereby lowering costs and limiting unintended perverse or 
horizontal redistribution. 

Means testing, however, imposes very significant administrative burdens and has often limited success in 
achieving these outcomes because there are many ways to hide assets and income.  Moreover, it creates 
very problematic incentives for strategic divorces and inter-generational asset transfers that undermine 
public confidence in the farness of the process.  It also is often perceived to produce a stigmatizing effect 
on those who are on the margins of eligibility. Such a design would surely be seen as contrary to the 
philosophical basis of the reformed pension system that seeks a greater directness and transparency of 
incentives and outcomes in the pension system. 

In consideration of all of these factors the adoption of a simply applied (non means tested) Minimum 
Pension Guarantee provided to all with minimum number of years of contributions to the Fully Funded 
system (ten for example) is recommended. A more careful study of patterns of household structure, 
earnings and wealth will be required to inform the appropriate design. If a guarantee were set at a very 
modest level, perhaps the current 21% of average wage, or linked to a minimum wage or in reference to a 
subsistence minimum it could achieve a high degree of social protection at what are preliminarily 
estimated here to be quite reasonable costs. 

The presence of even a modest guaranteed benefit should have a significant behavioral effect in inducing 
many lower income workers currently at the margins of participation to move into he formal economy, 
providing positive synergisms in regard to tax collection, savings, capital formation and the depth of 
financial markets.  In combination with the measures discussed below such a guarantee could very 
substantially raise income levels of at risk elderly and broaden participation in the annuity markets in a 
manner that would be broadly beneficial to the functioning of the overall pension system. 

Changing Fully Funded System Parameters 

Increasing mandatory Contribution Levels 
 
The most direct route to increase benefit outcomes would be to raise the mandated level of contributions 
to the fully funded accounts. This should lead to a roughly proportional increase in benefits outcomes, an 
increase from the current 10% of wage required contribution to 15% should on average equate to about a 
50% increase in the annuity value of benefits.  Outcomes from this approach would be heavily influenced 
by age related patterns of income.  Workers with relatively flat wages over their lifetime would 
experience larger proportional increase in the replacement value of benefits than those with higher 
earnings trajectories, an outcome that would leads to a greater effect for low wage workers who tend to 
have relatively stable constant levels of earnings over their lives. This kind of approach also benefits from 
nearly perfect targeting efficiency. 
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Mandating increased contributions, however, likely has more pronounced problems than advantages. The 
group requiring increased benefit levels is likely unable to afford higher contributions and would suffer 
severe welfare losses in the interim of a magnitude greater than any long-term advantages.  Adding to the 
already high implicit tax on labor is not likely to be tenable without a large increase in evasion and loss of 
pension coverage that would more than offset for the group as a whole the advantages of higher benefits.  
As it is not feasible to require greater contribution levels solely for low-income groups, a generally higher 
level of tax preferred savings could lead to net redistribution in favor of higher income groups.  For all of 
these reasons such a course of action is not recommended. 

Raising the retirement age for women  
One of the main elements that lead to the wide gender disparity of average expected benefits from the 
reformed system is the difference in retirement age that results in a shorter asset accumulation period for 
women. This effect of is compounded by the longer life expectancy of women that disburses their 
accounts over twice the time period of men.  

If the retirement age for women were increased to 63 years, making it equivalent to that of men, the 
projections based on the assumptions about earnings, interest rates and life expectancy used in this report 
show a significant increase in the annuity value of their benefits.  As shown in Figure 33 below, this 
would increase the real value of benefits from 16,000 tenge to 22,000 tenge in 2043 when the reform was 
fully mature.  This would raise the average replacement rate for new female pensioners above 20% over 
the long run.   

 

Figure 33: Benefit after Retirement Age Increase , in real 2003 Prices 
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Measured in terms of the average wage, an increase to age 63 would raise the value of the all female 
pensioners benefits from the current estimate of 10% to about 15% of the average wage. As noted above, 
new retirees would be above this level but as will always be the case with level annuities purchased with 
the balance from FF accounts their value will decline with time when measured as a share of the average 
wage because wages will continue to increase. The result of this is shown in Figure 34 below which 
indicates that the proportion of women projected to receive a benefit below the current level Minimum 
Pension Guarantee level of 21 percent of the average wage would be reduced by nearly half, from 48 to 
27 percent of the general pool of female retirees. 
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Figure 34: Distribution of Old-Age Pension Recipients 
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Another argument in favor of increasing the retirement age of women is the reduction in PAYG 
expenditures. As Figures 35 and 36 reveal, a 5 year increase in the retirement age of women will result in 
a substantial short term decrease in the cost of the PAYG component, averaging 0.5 percent of GDP for 
the period until 2018. In the medium term this policy will bring a fall in PAYG expenditures by 0.2 
percent of GDP. When measured in terms of the wage bill, PAYG expenditures would fall by 2 percent 
until 2024. After 2024 reduction n PAYG costs from an increased retirement age for women would 
gradually decrease as the PAYG system becomes fully phased out. 

 

Figure 35: PAYG Costs, Share of GDP 
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Figure 36: PAYG Costs, Share of Wage Bill 
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Two arguments are often made against increasing the retirement age of women. The first is that early 
retirement for women is a “reward” child bearing, dependent care and other domestic contributions during 
their working lives. However, this “reward” can lead to lower pensions and old age poverty. The second 
argument is that rising retirement ages would be detrimental by limiting employment opportunities for the 
young. In the economies of the future, however, accumulated human capital is likely to have far greater 
value making younger workers less of a substitute for those in their late 50”s.   

It is therefore recommended that the normal retirement age for women be incrementally increased to 
reach parity with that of men over the next 15 years to coincide with the transition to the cohort who will 
be largely dependent on the FF accounts for their retirement and therefore vulnerable to the outcomes 
discussed earlier.  This should be actively marketed with a public education campaign that emphasizes the 
anticipated pension gap, the necessity of such a change and the significant advantages to women and 
society at large.  If effectively combined with requirements for joint and survivor annuities as the default 
payout option for married couples and the extension of a modest minimum Pension Guarantee the risks of 
old age poverty to women can be significantly mitigated without substantially altering the basic shape of 
the reform or imposing high fiscal costs. 

It should be noted that a significant number of women continue to work after retirement. The 2001 
Household Budget Survey revealed that 18 percent of women choose to work after retirement compared 
to 12 percent of men (see Figure 37). For the lowest income group, characterized mostly by manual labor 
and at largest need for supplemental income, more than half of the women make that choice. It is not clear 
what is driving these results, but the evidence suggests that women are more able and willing to find jobs 
at post retirement ages compared to men. Therefore, despite some probable early opposition, if properly 
implemented such a policy decision may be well accepted by the society.  
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Figure 37: Percent of Workers Continuing to Contribute after Retirement,  

by Income Quintiles 

0%

10%

20%

30%

40%

50%

60%

1st quintile 2nd quintile 3rd quintile 4th quintile 5th quintile

Men

Women

Increasing contributions to fully funded accounts for low income workers 
Another policy option that would mitigate the falling average replacement rates within the new system 
would be to supplement or subsidize contributions to the pension savings accounts of low-income 
workers. In contrast to an overall increase in mandatory contribution rates or one targeted to lower 
income workers, both of which are deemed infeasible above, this approach would seek to provide 
subsidies or grants to certain categories of workers.  This type of approach could, in addition to increasing 
benefit levels, have a variety of positive synergisms including increased coverage rates, higher levels of 
savings and capital market development and an improvement in participation in the formal economy. 

As Figure 42 indicates, with the phasing out of the PAYG component, PAYG expenditures will fall as a 
percentage of the covered wage bill - in 2013 by 4 percentage points and in 2023 by another 10 
percentage points. This creates an opportunity to both decrease the general social tax burden of 31 percent 
(the mandatory 10 percent contribution to the individual accounts, plus the 21 percent social insurance 
tax), redirect some portion of the social insurance payroll tax to stimulate the number and size of the 
savings accounts of lower income workers.  

Several mechanisms are possible to achieve the objective of higher accumulations in the Fully Funded 
accounts.  These include one time grants when an account is initially established by a worker on entering 
the labor force, various forms of matching contributions to provide incentives for higher contributions and 
the provision of “credits” that may be claimed by specified groups who meet specified income criteria.  In 
addition to the fiscal costs which are likely to be significant for any initiative that has a meaningful 
impact, options must also be evaluated in terms of: (1) their capacity to effectively reach target 
populations, (2 ) the ability to efficiently raise final benefit levels by “front loading” or obtaining new 
contributions at younger ages so that they may attain the maximum value through the compounding of 
investment returns and (3) the scope of potential incentives or inducements to new coverage in the 
system. 

A very efficient type of subsidy in terms of both coverage incentives and potential benefit effects in 
relation to fiscal costs are initial grants provided when an account is initially established. These provide 
young workers with a strong incentive to enter the system and generally afford the potential for long 
periods of accumulation of the asset.  Even at moderate interest rates, over a typical working life of 35 to 
40 years can yield an addition to the final accumulation that even in real terms may be several multiples 
of the initial subsidy.  
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This type of policy effectively amounts to a early “demogrant” and suffers from the same problems of 
targeting efficiency because there is no effective way to anticipate those workers who will have low 
incomes throughout their careers.  When used in other settings, the Czech Republic for example in a 
voluntary savings system, it has also been of limited effectiveness because many have participated in the 
system only to the extent required to attain the subsidy and then attempted to find ways to extract the 
account balance.  For this reason it is likely to be of limited effectiveness in inducing broad or sustained 
coverage increases. 

An alternative approach would be to spread the subsidy over longer periods through a process of 
“matching” a specified level of contributions into the accounts.  This would require higher subsidy levels 
to achieve the equivalent benefit effect but with a proportionally lower present value of fiscal impact. The 
contribution matching approach has had demonstrable success in inducing higher levels of contributions 
by low-income workers in voluntary employer sponsored savings systems in the United States. The 
approach is limited by difficulties in targeting efficiency but can, in theory, be designed to provide only 
matches to workers falling below specified income thresholds although this creates considerable 
challenges to administer effectively. Contribution matching can be very effective in inducing participation 
in the formal economy over sustained periods of time. 

A variant of a matching approach would be to provide annual subsidies through tax credits for low-
income workers.  Under this type of program workers who had total incomes over the course of a tax year 
that fell below specified levels could claim a “tax credit” that would be deposited directly to their pension 
savings accounts where it would then become subject to the same rules applying to mandatory 
contributions.  This type of policy would have the same targeting and incentive provisions but could be 
administered through an existing mechanism that is already oriented toward income verification.  By 
providing the credit only at the end of the year targeting efficiency and therefore fiscal cost containment 
should be improved. 

The foregoing is not an exhaustive treatment of the possible policy approaches to efficiently address 
methods to improve the account balances of low-income workers.  The data and analytical methods used 
for this report do not permit even a preliminary evaluation of the costs or benefits of alternative 
approaches.  It is, however, recommended that some element of enhancing the contributions of low-
income workers without a broad base or income targeted increase in mandatory contributions be included 
in any policy approach to the pension system in the future.  

It is clear from the analysis undertaken that a significant decline in the current 21% Social Insurance tax is 
feasible within a decade.  Given the anticipated distribution of outcomes under the reformed system some 
portion of this should be redirected to accounts lower income workers as part of an overall effort, 
including treatment of payout options, raising retirement ages for women and extending the minimum 
guarantees to address problems of gender equity and overall benefit adequacy.  Considerable further study 
will be required to develop a well designed and administrable approach that can fulfill these policy 
objectives.  If it is properly designed and implemented a well coordinated “parametric” reform to the 
benefit and financing structure of the reformed system can address the identified shortcomings without 
altering the essential framework and underlying principles of the reform. 

In addition to the longer-term approach there are a number of measures that can lead to increased 
coverage in the short term. These are aimed at improving the limited administrative capacity of the 
pension system, which was a primary cause of the drop in coverage during the first years of the reform. 
Such measures would include:  

• Better monitoring and evaluation of the information on personal pension accounts, leading to the 
elimination of duplicated accounts; 

• Issuance of social insurance codes to all employees; 

• Improved monitoring on the timeliness of transfer of collected contributions to personal accounts; 
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Timing of Implementation 
Although each recommendation by itself would have a substantial impact on the specific aspect of the 
pension system they address, we strongly recommend that the Government of Kazakhstan consider 
adopting all of them in a coordinated manner. This would essentially constitute a parametric reform of the 
pension system. It must also be underlined that should the Government pursue this parametric reform, the 
individual measures outlined above would be mutually reinforcing. This would also limit the size of each 
of the interventions needed to achieve the desired impact on the variable they address.  

To illustrate: Increasing the retirement age for women up to that of men would decrease the number of 
old-age pensioners by 20 percent, which will lower the expenditures both on the MPG and on the PAYG 
pensionsl helping to speed up the general decrease in the social tax burden. The decrease in the PAYG 
expenditures will allow a larger share of the income, which previously funded the social protection 
system to be shifted for funding the mandatory individual accounts of low-income employees. This will 
result in a further increase in the benefit levels. Should the purchase of a joint and survivor annuities and 
the minimum withdrawal scheme be made mandatory, this will additionally decrease the budgetary 
expenditures on the MPG. By adoption a minimum pension guarantee for the funded pension benefits, the 
Government will reduce the vulnerability of people with shorter work histories or lower income, and will 
thus induce those categories of workers who may otherwise find it unfavourable to participate in the 
pension system, to join it. Moreover, by providing enhanced welfare prospects, this combination of policy 
measures can be expected to substantially increase the coverage of the pension system, thus reducing the 
old-age vulnerability of the non-participants, and the Social Assistance expenditures. 

It is therefore recommended that changes to the structure of the Fully Funded be introduced over 
a five year period as the system transitions from the current primary reliance on residual payout 
from the PAYG system to the point at which benefits will be substantially derived from the new 
savings accounts in about 2010.  This will coincide with the period in which the Pension Law 
will need to be revised to address the development of a comprehensive system for payouts and 
annuities as discussed below. 

IMPROVEMENTS  TO THE REGULATORY STRUCTURE 

This review of Kazakhstan’s pension system was primarily directed toward the financing and expected 
benefits of the system and therefore did not include a comprehensive review of the legal and regulatory 
structure.  In the course of conducting the review several issues of this type were identified and are 
therefore included in the recommendations.  This, however, should not be seen as a complete analysis of 
this aspect of the pension system. Below are some initial observations of areas of the regulatory system 
for which improvements are recommended.  

Regulations on investment of pension assets 
As discussed in Section Four, the financial market in Kazakhstan is currently unable to meet the demand 
for high quality government and non-government securities, and thus to effectively absorb the 
accumulating pension assets.  

This problem is just beginning to arise, but will become severe given the rapid pace of growth in the value 
the pension accounts. This is partially reflected in the decreasing returns on assets accumulation funds 
(AFs) and asset management companies (AMCs). Furthermore the domestic financial market is in its 
formative stage and cannot be expected to develop quickly enough to meet the anticipated demand for 
investments.  

Relaxation of investment requirements, especially without visible improvements in the supervision and 
transparency of the capital markets can be harmful to the interests of contributors. Therefore, we would 
recommend that AFs and AMCs be allowed invest a larger share of their portfolio on international 
financial markets.  
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Regulation on foreign ownership of accumulation funds 
One of the largest concerns regarding the regulatory regime governing the operation of pension funds is 
the restriction placed on foreign ownership.  

According to the current regulations, foreigners cannot own more than 25 percent of the total declared 
chartered capital of any open private AF. This restriction can substantially hinder the involvement of 
large-scale foreign investors in NFAS, by being restricted to owning only a minority share of the AF, 
foreign investors will face a large reputation risk should the performance of the AF be unsatisfactory.  

Furthermore, this requirement makes the privatization of SAF almost impossible, as no foreign investor 
can be expected to be interested in participating in the privatization of the AF if they are only allowed 25 
percent ownership. Given the potential gains from the privatization of SAF, including an improved 
competition between pension funds, resulting in better management of the pension assets, we would 
recommend that this regulatory regime be revisited, to allow a larger share of foreign investment. 

Legal treatment of accumulation funds 
In regulating the activities of AF, the Pension Law lacks clarity on several important issues which will 
need to be addressed to guarantee the security and transparency of the pension system. These include: 

The Law does not provide for enforcement of the disclosure rules that would provide contributors and 
beneficiaries with relevant, comparable and understandable information, regarding the use of their funds, 
the performance of the AF, and the criteria applied for the selection of external service providers.  These 
provisions should be added to the disclosure rules. 

In the case of AFs with suspended license, the Law prohibits the AF from attracting new contributors but 
allows it to continue to collect pension contributions from the existing contributors and to invest the 
pension savings of the existing clients. A process for the orderly shutting down and transfer of the assets 
from an AF whose license has been suspended should be established and actively supervised 

Interlocking financial interests between the NSAFs, the AMCs, and the custodian banks have raised 
questions about conflicts of interest. Improvements in corporate governance to mitigate this risk will be of 
great importance. To assure that custodian banks perform their role adequately, there should be no 
ownership relation between an NSAF and its custodian bank. In the current market conditions this sort of 
restriction should not have a negative impact on fees or services provided. 

In the case of corporate AFs (such as the Kazkakhmys AF), a termination of a beneficiary’s labor contract 
with the legal entity is considered grounds for cancellation of the pension contract with the corporate 
pension accumulation fund. There are, however, no provisions in the Law for the disposition of the 
accumulated funds in such a case. Guidelines and supervision in this area should be implemented as soon 
as possible. 

Rules on Charter Capital 
 
In 1999 the minimum charter capital for legal entities, international companies with registration in 
Kazakhstan, and/or individual citizens of the Republic of Kazakhstan creating, owning and operating a 
NSAFs was set at 90 million Tenge (US$ 631,202) for the open funds, and 20 million Tenge (US$ 
140,267) for the closed or corporate AFs. According to the Law, the charter capital of NSAFs is separate 
from the contributor’s accounts, but it cannot be used as a repository to make up for poor performance. 
There is, however, no precise distinction between the charter capital, the operating capital, and the 
reserves of the NSAFs. These distinction will need to be clarified in conjunction with rules on access to 
and use of the charter capital for restitution in cases of negligence and the application of the minimum 
return guarantee. 
 
Furthermore, the fact that the only requirements for the establishment of a pension fund are the minimum 
charter capital and owners’ nationality, can negatively affect the security of assets accumulated in 
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individual accounts.  Consideration should be given to the development of a risk based capital approach 
that links charter capital, reserves or other forms of indemnification to the size of assets under 
management and the nature of the investment portfolio. 

Role of the SPPC in processing contributions and benefits 
The SPPC assigns FF contributions to the AF chosen by the contributor – a function similar to the role 
played by clearing houses in other pension systems. The SPPC collects this information through the 
employers. This approach creates opportunities for undue influence from the employer on the worker’s 
choice of AF and should be reconsidered before the potential for these sort of conflicts of interest are 
realized.  

SPPC also assigns social identification codes (SICs) to citizens and produces computerized reports on the 
status of the pension system. Despite its overall good performance, there is still room for improvements. 
In particular, there remain cases of duplicate SICs, and SICs coverage is not yet universal.  

SPPC is also responsible for paying PAYG pensions. In this respect, it is recommended that SPPC 
actively supervises the timeliness and accuracy of the transfer of funds and ensures that each contributor 
has an account only in one AF (as provided by the law), to avoid future abuses of minimum pension 
guarantees.  

Administrative Charges 
 
Recently, the structure of the administrative charges for AFs was modified. Ceilings for charges were set 
at no more than 15 percent of the investment income and a maximum of 0.05 percent of pension assets 
per month. The National Bank of Kazakhstan was assigned the responsibility to annually determine (with 
the Government’s approval) limits on charges, which have to be defined at least one month prior to the 
new calendar year. For 2003, the limits were set at 15 percent of the investment income and 0.02 percent 
of pension assets per month. In the first quarter of 2003, given a generally low rate of return, this resulted 
in charges of the same magnitude as under the old limits. It is advisable that when making decisions on 
the limits, NBK and the Government take into account the trade-off between tightening the limits on 
charges and a growing market concentration. However, higher concentration would mean larger size of 
the funds, and thus could allow AFs and AMCs to exploit economies of scale, driving down cost per 
participant or per unit of assets. With enough competition these cost savings could be passed to the 
participants.  
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Appendix 1: International Patterns of Social Security Parameters  
International comparisons can be a useful guide in determining target levels of pensions. 

Table 11: International Patterns of Social Security Parameters 

All Social  
Contributors as a 

share of 

Security Taxes Retirement Age 
working age 
population 

Country 

Average 
pension as 

share of 
average wage Male Female

High income OECD countries 
Austria 37 45 65 60 77 
Canada 44 15 65 65 80 

Finnland 49 28 65 65 84 
Germany 45 42 63 63 82 
Greece 34 35 65 60 73 
Iceland 33 21 67 67 91 
Ireland 36 14 65 65 65 
Japan 25 29 65 65 92 

Netherlands 41 56 65 65 75 
Norway 40 22 67 67 86 
Portugal 32 38 65 65 80 

Spain 42 38 65 65 61 
Switzerland 44 19 65 62 97 

United Kingdom 38 14 65 60 85 
United States 35 21 65 65 92 

Average 38 29 65 64 81 

Eastern Europe and Former Soviet Union 
Armenia 24 38 62 57 49 
Bulgaria 31 47 60 55 63 
Croatia 56 43 60 55 57 

Czech Republic 49 49 62 61 67 
Estonia 54 33 63 58 67 
Georgia 36 41 65 60 40 
Hungary 64 61 60 57 65 

Kazakhstan 28 31 63 58 33 
Kyrgyz Republic 55 44 60 55 42 

Latvia 63 38 60 57 52 
Poland 55 48 65 60 64 

Romania 39 34 60 55 48 
Slovakia 50 46 60 57 72 
Slovenia 54 46 63 58 69 
Ukraine 45 41 60 55 66 
Average 47 41 61 57 59 


