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ThIS report summarIzes progress made m Ukrame WIth the reform of socIal protectIOn programs and the
steps that need to be completed m the future It descnbes the achIevements of the USAID SocIal Sector
Restructunng PrOject that has been conducted m Ukrame for the past three years It descnbes the basIc
elements that are reqUIred of socIal msurance and socIal protectIon systems to support a market-based
economy

The mtentIOn IS to provIde other USAID contractors and other mternatIOnal donors workmg m the area
of socIal protectIon polIcy WIth a deSCrIptIOn of the current status of socIal protectIOn programs and
polIcIes m Ukrame, the progress made durmg the past three years, and the dIrectIons that further reforms
must take

ThIS report IS one of five final reports of the USAID SocIal Sector Restructurmg Project The other
reports are

"Why Ukrame Does Not Know Who Is Poor," Summary Report No 2, March 1998

"ProvIdmg Computer Techmcal ASSIstance to the Social Sector RestructurIng Project," Summary
Report No 3, March 1998

"Fmal Report of the PenSIOn Reform Program," Summary Report No 4, December 1997

"Annotated BIblIography of the SOCial Sector Restructunng Project," Summary Report No 5, March
1997
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AbbrevIatIOns
CabMm = Cabmet of Mmisters
GDP = Gross Domestic Product

GosKomStat = State CommIttee for StatistIcs (formerly MmStat)
GOU = Government of Ukrame
MmFm = Mmistry of Fmance

MLSP = Mmistry of Labor and SOCIal PolIcy
SCACH = State CommIttee for ArchItecture, ConstructIon, and Housmg

SSRT = SOCIal Sector RestructurIng Team m PADCO KyIV Office
STA = State Tax Adrmmstration

TACIS = The Techmcal ASSIstance (program prOVIded by the European Umon) for the CIS
TIN = Taxpayer IdentIficatIOn Number

USAID SUPPORT FOR SOCIAL SECTOR RESTRUCTURING IN UKRAINE

Smce January 1995, USAID has been sponsonng a program to aSSIst the Government of Ukrame (GOU)
m the restructurIng of SOCIal sector programs The work has been conducted by PADCO ThIS project
began by concentratmg on the desIgn and natIOnWIde Implementation of the housmg SUbSIdy program and
the accompanymg program to mcrease monthly payments by famIlIes for housmg and communal
servIces I It has expanded durmg the past year to mclude Issues related to both the broader objective of
creatmg a full-scale welfare program to aSSIst low-mcome farmlIes and the first steps toward penSIon
reform m Ukrame

The ongmal work was conducted under contract to PADCO Smce October 1, 1996, the SOCIal sector
restructurmg project was contmued under a contract between USAID and The Bancroft Group,z and, smce
December 1, 1996, addItIonal work was supported by a contract between USAID and Chemomcs 3

PADCO was the prmcipal subcontractor on both contracts

ThIS report deSCrIbes where Ukrame stands today m the dIfficult process of developmg and Implementmg
a SOCIal protectIOn system compatible WIth the emergmg market economy ThIS report also descnbes the
further steps that Ukrarne must take to complete the process of creatmg a mature, effiCIent, and effectIve
SOCIal protectIon system that combmes sociallIlSurance and SOCIal asSIstance programs Fmally, thIS report
makes recommendations to USAID on pnOrIties for provIdmg contmued support to the GOU for the
evolutIOn of SOCIal protection programs

The objectives of USAID's SOCIal sector restructurIng project are to 4

1 The most complete summary of the history of the housmg subSidy program IS m ' Makmg FamilIes Pay for Housmg
and Utilioes The Expenence of Ukrame PADCO Paper prepared for USAID/RTI Internaoonal Semmar on Cost
Recovery Washmgton DC, September 1997

2 ENIIPER Task Order Reference 03-00134-BANC-09

3 Contract No EPE-0014-1-00-5075-00

4 ThIS hst mcludes purposes defined m both Task Orders
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1 contmue to nnprove and refine the polIcy and regulatory framework for the housmg SUbSIdy program
to reduce natIOnal budget expendItures and to enhance econonnc reform,

2 Improve natIOnal and local government capaCIty to oversee and enforce the housmg subsIdy and
SImIlar SOCIal benefit programs and thereby operate fiscally sustamable and effIcIent government
programs,

3 propose polIcy and legal reforms to create at least three new means-tested SOCIal protection programs
that restructure government SOCIal expendItures and strengthen economIC reform,

4 promote fIscal and SOCIal reform by creatmg the poverty and SOCIal benefIt need methodology and
data collectIOn structure to restructure SOCial spendmg,

5 prOVIde IntenSIve trammg of GOU offiCIals and other appropnate IndIVIduals In skills needed to
develop, Implement, mamtam, and enforce SOCIal protectIOn programs,

6 create the polIcy enVIronment for a multI-tiered pensIon system, and

7 develop a publIc educatIon campaign for the new prmclples and polICIes m the area of SOCIal
protection

These obJectIves, and the collaboratIon between USAID and the GOU on SOCIal sector restructunng, were
formalIzed m a memorandum of cooperatIOn SIgned on February 20, 1996

OUTLINE OF REPORT

ThIs report IS dIVIded mto three parts The first part descnbes how radIcal changes that accompany the
transItIOn from a SOCIalISt economy to one ruled, at least m part, by market forces must be accompamed
by an equally radIcal transformatIOn of systems of SOCial protection The dISCUSSIon focuses on two
aspects of the SOCial protectIOn system

1 SOCIal Insurance - programs that proVIde benefits to people based on theIr contnbutIons, or on
contnbutIons made on theIr behalf by employers (for example, penSIOns, benefIts for the unemployed,
and compensation for those mJured at work), and

2 SOCIal aSSIstance - programs that prOVIde help to mdlvlduals and famIlIes WIth msufficlent mcome
to pay for neceSSIties

Both types of SOCIal proteCtion programs m Ukrame must be completely rebUIlt If they are to meet the
needs of the populatIon dunng economIC tranSItIOn to a market economy and afterward FaIlure to
complete thIS rebUIldmg IS undermmmg the abIlIty of the GOU to contmue economIC reforms

The second part descnbes the progress that Ukrame has already made m rebUIldmg ItS SOCIal Insurance
and SOCIal asSIStance systems It explaIns the steps already completed toward reforms of SOCIal msurance
systems - relatIvely modest by companson WIth many Central European neIghbors and even by com
panson WIth some other members of the former SOVIet Druon It also outlInes the more extensIve reforms
already completed m the prOVISIon of SOCIal asSIstance programs targeted at low-mcome famIlIes and what
IS mlssmg m Ukrame from the process of rebUlldmg SOCIal protectIOn systems The dISCUSSIOn covers the
gaps m the legal framework for SOCIal msurance and SOCIal aSSIstance programs and for sharmg respon
SIbIlIties for finance and adnnmstratIon among dIfferent levels of government It also Identifies the
admmlstratIve and mstitutIOnal gaps - the absence of record-keepmg systems, effectIve procedures for
establIshmg and enforcmg poverty levels, admlmstratlVe systems, audltmg, and overSIght systems

The final part of the report makes recommendations for the deSIgn of a program of techmcal aSSIstance
for USAID to support contmued progress m the evolutIon of effICIent and effectIve SOCIal protectIOn
programs that support the evolutIon of market reforms m Ukrame
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1 WHY ECONOMIC REFORM REQUIRES SOCIAL SECTOR REFORM

1 1 MARKET ECONOMIES REQUIRE NEW SOCIAL PROTECTION SYSTEMS

Market economIes establIsh SOCIal protectIOn systems on dIfferent phIlosophIcal and fmancial bases than
do economIes characterIzed by government ownershIp and control When the state does not control all
means of productIOn and all finanCIal resources, It WIll not necessarIly be able to command adequate
fundmg for the effective admmistration of SOCIal protectIOn programs To allow economIC reforms to
move forward, therefore, countnes attemptmg the dIfficult process of movmg from a SOCialIst system
toward a market economy must address the Issue of rebUIldmg eXIstmg SOCIal msurance systems and
creatmg, de novo, SOCial aSSIstance programs to help famIlIes and mdividuals unable to prOVIde for
themselves under new economIC structures

SOCial msurance programs - those mtended to fund pensIOns, prOVIde temporary benefits for the Jobless,
and pay compensatIon for those mJured at work - are funded dIrectly by the state under SOCIalIsm
ContnbutIOns are transferred from the budgets of state enterprIses mto msurance funds State enterpnses
pass to employees and consumers the burden of paymg these expenSIve benefits SOCIal msurance
programs are also easy to admimster state enterpnses assume the responsIbIlIty for record keepmg But
economIC transItIon m Ukrame has caused the collapse m the value of output of state enterpnses as
defense expendItures have been cut, government SubSIdIes reduced, and competmg goods have become
avaIlable from mternal and overseas competItors 5 Emergmg busmesses lIe, for the most part, outSIde the
formal economy - eXIled by hIgh tax rates, burdensome regulation, and offiCIal corruption

The challenge to tranSItion governments, therefore, IS to restructure the tax and contnbution system to
capture revenues generated by emergmg pnvate enterpnses ThIS reqUIres rebUIldmg the system for
collectmg Insurance contnbutIons and also creatmg new, modern systems to manage revenues and to dIS
tnbute benefIts It also means encouragmg behaVIor on the part of CItIzens that would supplement the
costs of these programs CItizens need to be encouraged to save for theIr own old age, benefits, and
famIly needs Means need to be deVIsed so that the UkraIman populatIOn, WIth or WIthout dIrect orders
from the government, dIrectly aSSIst the tranSItion to a market economy by savmg, mvestmg, and
provldmg for theIr own needs through theIr own abIlIties ThIS cannot be achIeved eaSIly It reqUIres the
enactment and broad popular acceptance of a legal foundatIOn for SOCIal msurance, as well as reform of
tax systems, the WIdespread pnvatization of economIC actIVIty, the creatIon of a finanCIal sector, and a
long lIst of reforms WIth whIch Ukrame has been strugglIng for several years In the absence of these
changes, new economIC aCtiVIty WIll remam In the gray sector and socIal Insurance funds WIll be starved
of revenues

SOCial asSIstance programs - those deSIgned to aSSIst the poor - must be created from whole cloth As
a member of the former SOVIet Umon, Ukrame had no programs to help the poor because the government
prOVIded all baSIC servIces - food, housmg, utilIties, health, and educatIon - eIther at no pnce to
consumers or at token charges State enterprIses were gIven the responsIbIlIty for the dIstrIbutIOn of
general entitlement benefits, such as chIld-care aSSIstance and SIck pay, and even for provIdmg many
serVIces, such as kmdergartens, health-care centers, and sanItOrIa As market reforms are mtroduced,
sharp Income mequalIties become eVIdent as many people lose access to baSIC servIces Many of those
dependent on government benefits - penSIOners, InvalIds, SIngle mothers, and other at-nsk categones
In the populatIon - suddenly find themselves unable to purchase at unsubsidized pnces the goods and
serVIces needed to surVIve In Ukrame, theIr SItuatIOn IS worsened because preVIOUS governments

5 The measured value of manufactunng output m Ukrame has fallen by 70% smce 1991
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attempted to contmue to fund bloated government budgets by pnntmg money The ensumg bursts of
mflatIOn destroyed the value of savmgs accounts that could have prOVIded cushIOns agamst economIC
adversIty and old age For many of the new poor, the problem IS transItIOnal - and wIll dIsappear as the
pnvate sector emerges from the debns left by the collapse of state enterpnses For some - those least
able to fmd well-paId work m a competItive labor market - the problem IS of longer duration But for
both the "transltlonally" poor and for the emergmg "underclass," the new SOCIety and ItS pohtIcal
mstitutIOns must conSIder developmg systems of government aSSIstance

By companson WIth famihes m market econOmIes, almost everyone was poor m Ukrame under socIahsm
They lacked the dIscretIOnary mcome and the chOice of consumer goods and servIces that almost all those
hvmg under market systems can take for granted But the poor were hIdden, they were not a separate
class requmng speCial aSSIstance Now, they are

1 2 NEW SOCIAL PROTECTION SYSTEMS NEED ECONOMIC REFORMS

RebUIldIng SOCIal protectIon systems IS only pOSSIble with the fiscal dIVIdends of econOmIC renewal But
fiscal dIVIdends are still several years away m Old Jobs have dIsappeared before new ones are created
The eXIstmg tax system cannot collect revenues from new firms thnvmg m the gray economy Ukrame
lacks data systems and enforcement mechamsms to "fmd" new busmesses and new busmessmen and to
collect taxes from them The result IS yawmng government defiCIts that desperate bureaucrats try to
contam by holdmg pensIOns and other government benefits at absurdly low levels

The average pensIOner today receIves benefits that are worth less than one-tenth of the value of penSIOns
10 years ago PensIOns cannot bnng the elderly even half way to the very modest poverty level
estabhshed m Ukrame Parents of mvalid chl1dren m Ukrame receIve less than US$lO per month to pay
for theIr chIld's care In RUSSia and m Ukrame, the vast maJonty of the populatIOn feel themselves far
worse off today than they were 10 years ago These suddenly Impovenshed people are ready recruIts for
the army mustered to oppose further reforms WIth so many people suffenng so VISIbly as a result of
economIC and SOCIal changes, It IS pohtically less and less easy to sustam any momentum toward
economIC reform

These pohtical reahties have created a widenmg gulf between mternatIonal orgamzatIOns and some of
Ukrame's pohtIcal leaders InternatIOnal donors recommend radIcal reforms m penSIOn systems, for
example But It IS dIfficult for government offiCIals to understand why such reforms are needed and even
more dIfficult to explam the neceSSIty of such changes to the publIc The problems facmg the GOU are
Immediate, but adVIce or even "conditIonahtIes" attached to mternatIOnal credIts promIse rehef only m
the very long term AdmImstrators of the PenSIOn Fund of Ukrame, for example, are concerned about
how to payoff today's mountmg arrears out of shnnkmg revenues InternatIOnal adVIsors argue for
reforms to ensure the solvency of the Fund m the year 2020

1 3 RESTRUCTURING SOCIAL PROTECTION NEEDS MORE THAN MONEY

SOCIal protectIon programs reqUIre large mformatIOn systems State penSIon funds, for example, must be
able to track the work expenence and wage hIstory of all members of the workforce Means-tested
programs rely on the abIhty to access mformatIOn concernmg the Incomes and assets of famIhes and
mdividuais applymg for aSSIstance SOCial protectIOn systems also reqUire the operatIOn of effectIve
"collateral" systems - aumtmg, fmancial mfrastructure, accountmg systems, etc The expertIse to create
these systems, and to IdentIfy and develop the computer hardware and software systems, IS largely
mIssmg m Ukrame, where the government cannot afford eIther the salanes or the consultmg contracts
to fIll these gaps
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In Western countnes, these systems have evolved over a long penod ElIgIbIlIty has been slowly extended
to cover more and more people, procedures for managmg SOCIal protectIon systems have evolved to
balance fiscal prudence WIth polItIcal expedIency, and management systems have been developed as new
technologIes have evolved and as the programs have grown m scale and compleXIty

TransItIon may founder on conflIcts of values OffiCIals m transItlonal economIes genumely belIeve that
the government prOVIsIon of equal benefits for all IS a valuable legacy of SOCIalIsm WIth whIch they are
reluctant to part untIl they are confident of the advantages of the new system InternatIonal adVIsors are
much more mtImately aware of the enormous wealth-producmg power of market-based economIes and
therefore argue for pnvatJ.ZatIOn and chOIce They spend less tIme explammg how to prOVIde a polItIcally
acceptable level of SOCIal protectIOn m the extremely dIfficult transItIOn penod "Trust me, the economIC
growth wIll make both mdlVlduals and the government nch enough to pay for SOCial protectIOn" IS a weak
argument by a foreIgn adVIsor when recommendmg to former commumst offiCIals to surrender the only
system they understand

There IS also an enormous technology gap between government admImstrative systems m tranSItIon eco
nomIes and those m developed Western countnes It may seem both ObVIOUS and SImple to an
mternatlOnal expert to recommend that a transItIon country adopt a means-tested program to protect the
poor but how? The vast maJonty of SOCIal benefits - chlld-care payments, kmdergartens, health-care
centers, vacatIon samtona, for examples - were prOVIded not by government agenCIes or a charItably
mmded nonprofit sector They were prOVIded by state enterpnses based on the calculatIon of budget
normatives and other procedures

Fmally, the lInk between economIC and SOCIal protectIOn reforms IS Inseparable SOCIal protectIon systems
cannot serve the populatIOn unless other parts of the economy are workmg and other parts of the economy
cannot be made to work unless SOCial protectIOn systems are m place

But Ukrame lacks the luxury of tIme These systems are needed m place to underwnte further economIC
reforms and to cut bloated budgets It IS unrealIstic to expect government offiCials to Implement complex
new systems eIther because they want to or Just because they have been reqUIred to as a condItIon for
foreIgn aid They must be shown how to bulld up the systems by foreIgn experts - not SImply by the
presentatIOn of papers descnbmg how thmgs work elsewhere, but by collaboratmg at all stages m the
realIzatIOn of new systems ThIS IS not easy But It IS not ImpOSSIble

2 THE REQUIREMENTS FOR AN EFFECTIVE SOCIAL INSURANCE SYSTEM

21 OVERVIEW

SOCIal msurance programs are deceptIvely SImple, mandatory programs that collect contnbutIOns 
usually from employers and employees - and payout benefIts - usually to employees TheIr purpose
IS to prOVIde workIng people WIth Insurance agaInst economIC adverSIty - a way of redUCIng the
probabIlIty of poverty and IndIgence as a result of suffenng economIC or health problems The largest
SOCIal msurance programs In most developed countrIes are those related to old age, unemployment, and
SIckness and Injury (ThIS paper does not deal WIth Issues related to overall health msurance ) In most
countrIes, these three Insurance systems are paId for by mandatory contnbutIOns paId by employers and
employees These contnbutions are held m funds and benefits are paId by local offices of the government
agency responsIble for admImstenng the program to mdividuais who can establIsh that they are covered
by the programs and that therr present CIrcumstances meet prescnbed condItIons For the most part, SOCIal
msurance funds are expected to be self-financmg In the SImplest verSIOn of self-fundmg, mcommg
contnbutIOns pay for outgomg benefits payments In true self-fundmg, the prOjected mcomes from
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contrIbutIOns (and earmngs from mvestments) equal actuarIal projectIons of expendItures over the long
term Soprus!lcated fund management reqmres the accumulatIOn of a surplus durmg perIods of economIC
vltahty to allow for deficIts dUrIng perIods of adverSIty

SocIal msurance programs are not savmgs programs, but government-mandated mtergeneratIOnal
transfers When an employee works and makes contrIbutIOns to the estabhshed socIal msurance fund, he
or she has the 11lusIOn of savmg toward a personal retIrement In fact, m most state systems, contnbutIOns
from employees today are paId out to pensIOners today - rather than bemg paId mto funded benefit
programs for the contrIbutor Employees makmg such contnbutIOns do so m the hope that future
generatIOns of workers wIll pay for the pensIOns they hope to receIve m the future In countnes that have
large populatIOns of young workers who are gamfully employed, the cost of SOCIal msurance IS very small
for each worker However, when a country IS agmg (lIke Ukrame), WIth many penSIOners per worker,
the tax costs of supportmg a SOCIal mSurance program can be very heavy, to the pomt of burdenmg the
new economy by substantIally reducmg the return to mvestors seekmg to establIsh new enterpnses

SOCIal Insurance systems can operate safely and soundly If there are m place SOphIstIcated mformatIon
systems and SOphIStICated systems of governance of the SOCial Insurance programs (laws, rules, and
regulatIons and InstItutIOns) These reqmrements are dISCUSSed m the followmg subsectIOns Part II of thIS
report analyzes where Ukrame stands WIth respect to these reqmrements m detal1 ThIS sectIOn descnbes
the mformatIOn and admllllstrative needs of Ukrame's "Ideal" government and non-state penSIOn systems
In later sectIOns, thIs paper desCrIbes the ways that Ukrame's system falls short of these reqmrements by
comparmg what eXIsts m Ukrame today WIth what IS needed for an effectIve system

22 How TO DETERMINE WHO PAYS

Determmmg who pays Insurance premIUms, how much they should pay, and how the contnbutIOns are
collected reqmres comprehensIve mformatIon systems and the abIlIty to perform complex analyses

2 2 1 Databases Needed for SOCIal Insurance Systems

A lIst of the databases needed for SOCIal Insurance systems mcludes

1 all legal entItIes conductmg economIC actIVItIes WIth appropnate IdentIficatIOn numbers, legal
addresses (of headquarters and of branch locatIons), a descnptIOn of the type of economIC actIVItIes
m whIch they are engaged, and the hIstory of theIr payments mto the msurance fund,

2 all "covered" employees of each legal entIty WIth appropnate IdentIfIcatIOn numbers and legal
addresses, together WIth mformatIOn about theIr work hIStOry (1 e , penod of coverage under the
msurance program) and theIr wages and salanes (paId and owed),

3 all "covered" self-employed people, WIth appropnate IdentIficatIon numbers and legal addresses,
together WIth mformatIOn about work hIStOry (1 e , penod of coverage under the msurance program)
and salanes, and

4 audIted accounts of Insurance funds revenues and expendItures, mcludmg past benefits paId (amounts
and to whom), status of current contnbutions and arrears from all payers, and a record of dIsputes
concernmg benefiCIarIes and/or contnbutors

222 AnalytiC Capacity Needed to Manage SOCial Insurance Systems

CompIlIng and mamtaImng the necessary data IS only part of the problem These data must be used as
the baSIS for complex analyses to determme how much dIfferent entItles should pay For example, an
unemployment msurance fund can only mamtam solvency If It employs budget models that permIt the
calculatIon of the probabIhty of mdlVlduals becommg unemployed If premIUms are to be nsk-based, then
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these calculatIons must be made based on analysIs of past payrolls and demands for benefits accordmg
to sector, regIon, and even the mdIVIdual employment hIStOry of the enterpnse Workers' compensatIon
programs reqUIre sImIlar "actuarIal capaCIty" that IS absent m most GOO agenCIes The admmistratIOn
of the state pensIOn fund also reqUIres complex analyses usmg large-scale databases Fund admmlstrators
must be able to predIct revenues far mto the future, to project oblIgatIOns and payments, to measure the
performance of local offices, and to estImate changes m revenues and oblIgatIOns resultmg from polIcy
and procedural changes Data mamtenance and analytIC capabIlIt1es are shown m FIgure 2 1, below

A properly functIOnIng pensIOn or unemployment Insurance system needs systems for dealIng WIth the
problems of non-payment and bankruptcy among enterpnses (and among self-employed people) ThIS
must be backed up by accountmg procedures for dealIng WIth unpaId contnbutIOns and the probabIlIty
of bankruptcy m the "expenence welghtmg" of enterpnses' contnbutIOn rates

AdmmistratIOn of msurance funds mevltably leads to dIsputes between contnbutors and fund admm
Istrators Therefore, there must be legal forums and procedures for resolvmg these dIsputes Record
keepmg systems for dIspute resolutIOn must be m place

All SOCIal msurance funds need tramed legal personnel to protect the mterests of the fund from late
payers, bankrupt payers, fraudulent claimants, and other actIVItIes that could otherwIse draw off resources
from paymg legItImate claimants

2 3 How TO DETERMINE BENEFITS

To mamtam the mtegnty of SOCIal InSurance funds, benefits should not, on average, exceed contnbutIOns
TypIcally, fund managers m Western countnes enJoy some fleXIbIlIty m settmg benefits For example,
the penod of payment of unemployment msurance benefits or the wage replacement rates mIght be
adjusted by deCISIon of the fund managers - at least wlthm a pre-determmed range But mamtammg the
mtegnty of funds reqUIres careful and complex accountmg and modehng

The enforcement of an effectIve system for determmmg and dlstnbutmg benefits must also be founded
on SOphIstIcated mformatIOn systems Local offices need to be audIted to ensure that they are provldmg
the correct benefits to ehglble people Cash flows and obhgatIOns must be modeled to IdentIfy mstances
of an excessIvely hIgh error rate m determmmg elIgIbIlIty or payments to ehglble people that are too low
or too hIgh Records must be mamtamed to ensure that beneficlanes are paId only for the tIme penod for
whIch they are entItled to benefits And there must be faIr and effectIve procedures for resolvmg dIsputes
between local admlmstratlve umts and benefiCIaneS

The Government may deCIde that the level of benefits or the system of determmmg elIglblhty for benefits
needs to be modIfied But It should not be able to change these parameters WIthout makmg correspondmg
changes m the revenues, otherwIse the fmanclal mtegnty of the fund may be threatened Before electIOns,
for example there may be pressure from elected offiCIals to raIse benefits WIthOUt mcreasmg
contnbutIons The legIslatIOn estabhshmg the fund must state exphcItly the condItIOns and reqUIrements
for changmg benefits
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Figure 2 1 Ideal ActivIties and Interactions for Ukraine's PensIOn Systems
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2 4 How TO MANAGE THE SYSTEM

Insurance funds can only maIntaIn VIabIlIty If the fund admillistrators have the power to make polIcy
deCISIOns and are protected from undue polItIcal Influence At the same time, changIng economIC
condItIOns and SOCIal preferences wIll reqUIre, from tIme to tIme, changes In overall SOCIal Insurance
polIcy

An effective system of governance Includes procedures for makIng both types of adjustment to the system
ThIS reqUIres a careful balancmg of polItIcal opeImess and prudent fund management Fund admInIstrators
must be allowed the freedom to make necessary "day-to-day" changes, but must be held accountable for
the conSIstency of theIr actIons WIth the overall laws governIng SOCIal Insurance procedures and the
polItIcal Intent of elected OffiCIalS At the same tIme, elected offiCIalS should not have the power to make
changes In benefit levels or In operatIOnal procedures that endanger the fiscal VIabIlIty of the fund

The fund admlllistrators can only exerCIse theIr responsIbIlIty toward the fund If they are protected from
arbItrary and capncIOus removal from theIr pOSItion by elected offiCIals If members of a powerful factIon
withm the Supreme Rada can threaten fund admillistrators WIth dIsmIssal because they refuse to comply
WIth that factIOn's WIshes, then the fund cannot hope to preserve ItS polItIcal Independence and fiscal
Integnty At the same tIme, If corrupt or IneffiCIent fund admInIstrators cannot be dISmISsed for faIlIng
In theIr tasks, then the fund wIll be threatened In a dIfferent way A balanced system of governance may
be created by appoIntIng a board of admInIstrators for fixed terms - WIth each branch of government
appoIntIng some members - and by enactIng speCIfic bylaws about the condItIOns under WhICh board
members may be removed Of course, such systems can only operate effectIvely where the court system
can be expected to proVIde ImpartIal and expert deCISIOns

3 THE REQUIREMENTS FOR AN EFFECTIVE SOCIAL ASSISTANCE SYSTEM

31 OVERVIEW

SOCIal aSSIstance programs are conceptually, polItIcally, and admInIstratIvely more complex than socral
Insurance systems The complexIty anses because beneficianes and benefit levels are not so clearly
defIned as under SOCIal Insurance systems People are elIgIble because of theIr economIC (or SOCIal)
CIrcumstances, not because they have paId mto a fund and have reached a prescnbed age or lost theIr job
In almost all countnes, needs-based aSSIstance to famIlIes IS funded from general government revenues,
sometImes the finanCIal responsIbIlIty IS shared between the state and local governments In order to
encourage local admInIstrators to behave WIth fiscal prudence Most countnes fund SOCIal aSSIstance
programs from general budget revenues Therefore, they do not have to balance revenues for SOCIal
aSSIstance WIth projected expendItures on SOCIal aSSIstance In the same way that SOCIal Insurance fund
managers must - except WIthIn the overall framework of preparIng the annual budget

FIgure 3 1 below shows the actIVItIes and InteractIons WIthIn an effiCIent SOCIal asSIstance system 
unlIke the system m Ukrame The followmg sectIon dIscusses the baSIC data and analytIC reqUIrements
for the creatIon and admmIstratIOn of an effectIve and effiCIent SOCIal aSSIstance system Part II of thIS
report descnbes where Ukrame stands today WIth respect to these reqUIrements
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FIgure 3 1 ACtiVItIes and Interactions of an Ideal UkramIan SOCIal AssIstance System
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3 2 IDENTIFYING WHO Is POOR AND DETERMINING How MUCH HELP SHOULD THEy RECEIVE6

In general, potentIal beneficianes of socIal aSSIstance programs mclude anyone withm the entIre
populatIon who meets certam cntena mtended to measure "need" "Need" may be measured by some
or all of the followmg cntena

1 phySIcal or mental dIsabIlIty that prevents the mdividual from earnmg an mcome,

2 canng for cmldren - many countnes take the VIew that able-bodIed adults should prOVIde for them
selves and therefore proVIde supplementary mcome only to low-mcome famIlIes WIth dependent
chIldren7

,

3 Income (usually defined as per capIta household mcome, rather than mdividual mcome) below a
threshold level, and

4 absence of valuable assets, such as a home, an automobIle, and finanCial resources

Although collectmg msurance contnbutIOns IS not an Issue for SOCIal aSSIstance programs, they do reqUIre
the collection of much more detaIled mformation about beneficIanes than do SOCIal Insurance programs
Therefore, system admImstrators need to manage effectIve audIt programs to ensure that those applymg
for SOCIal aSSIstance have accurately reported theIr econOmIC and SOCIal SItuatIOn

The first questIOn those responsIble for desIgmng and admimstenng a SOCIal aSSIstance program must
resolve IS who IS poor ThIS questIOn can never be resolved permanently Poverty - whatever the goals
of pOhtiCIans and statIstIcIans - IS relatIve The defimtIOn of the poverty level reflects the overall level
of economIC development of a country and the fiscal capaCIty of ItS government umts

A poor person m the Umted States IS expected to afford a telephone, lIve m a home WIth separate
bedrooms for chIldren over a certam age, and enJoy other IIvmg standards that would be consIdered a
luxury m Ukrame All countnes, therefore, create procedures for establIshmg a poverty level that can
be penodically adjusted as the means to support poor people changes and as the cost of hvmg changes

321 Databases Needed for SOCIal AsSIstance Systems

Measurmg the poverty level accurately reqUIres the regular collection and analySIS of mformatIOn These
data sources must mclude

1 regular surveys and reports of households and mdlVlduals showmg mcome by sources and dIstnbutIOn
of expendItures, these data should be collected so that dIfferences m mcomes and expendItures by
regIOn and by type of reSIdence (urban, rural) can be reported,

2 regular reports of the charactenstics of famIlIes and mdividuals partICIpatIng In SOCIal protectIOn
programs - needed to allow audItmg of applIcants' Incomes, assessment of SOCIal proteCtion needs,
and management of the programs,

3 regular surveys of the pnces of components that compnse mimmum goods and servIces mcluded m
defimng the poverty level, as well as of other goods and servIces mcluded m the mimmum

6 This Issue IS discussed In greater detail In 'Why UkraIne Does Not Know Who Is Poor Fmal Report of the SOCial
Sector Restructunng Project No 2 March 1998

7 For example, the U S SOCIal SecurIty AdminIstration In Its review of systems used In different countries diVIdes
programs lllto five types 1) old age, surVIvors, and disabilIty, 2) sickness and matermty, 3) work Injury
4) unemployment, and 5) famIly allowances (see Soczal Secunty Programs throughout the World, Washlllgton, DC)
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consumptIon basket - needed to assess the changmg economIc cIrcumstances of low-mcome familIes,
and

4 acceSSIble and relIable databases on ownershIp of assets, such as farmland, homes, and automobIles
- needed to IdentIfy truly needy famIlIes mcome from farmland, rental from apartments or homes,
and other sources of asset mcome must be avaIlable to local social aSSIstance offices If they are to
assess the true economIC status of applIcants for aSSIstance

3 2 2 AnalytiC CapacIty Needed for SOCial AsSistance Programs

Because "the poor" are a constantly changmg target, the need for tImely and detaIled reports and
frequently updated analysIs IS greater for SOCIal aSSIstance programs than for SOCIal msurance programs
The pnmary need for analytic capaCIty IS for an accepted and transparent system for measunng the
poverty level ThiS reqUIres an agency responsible for preparmg regular reports on the components of
the "mimmum consumptIOn basket," the costs of these components, and reports on regIOnal vanatIOns
m the poverty level and vanatIOns by famIly type and type of reSIdence

ThIs core analySIS must be supplemented by analyses of how many famIlIes fall below the poverty level
m each raIOn, by how much, and the charactenstics of these famIlIes WIthout an accurate measure of
the extent and geographIc dIstnbution of poverty, It IS not pOSSible to assess the local fiscal needs for
SOCIal aSSIstance programs or to measure the effectIveness and effICIency of local admmlstratIOns m
meetmg the needs of the local population

Further, It IS necessary to analyze - natIOnally and regIOnally - the effectIveness of SOCIal assistance
programs and other forms of help prOVIded to low-mcome famIlIes m allevlatmg poverty ThiS reqUIres
analYSIS of real mcome before and after the receIpt of SOCIal aSSIstance Preparmg such reports reqUIres
access to surveys of populatIOn mcomes and expendItures, wage and salary mformatIOn as reported to the
State Tax Adm1ll1stratIOn (STA) (or to the PenSIOn Fund), and caseload data from local SOCial aSSIstance
programs

The preparatIOn of annual budgets reqUIres the development of poverty predIctIOn models that Imk overall
economIC conditions to the mCldence and depth of poverty - natIOnally and regIOnally ThIS reqUIres
databases that hnk poverty WIth prevaIlmg economIC conditIOns and that lInk program expendItures WIth
the mCldence of poverty

But these techmcal analyses are not suffiCIent for the effectIve resolutIon of the polltIcally senSItIve Issue
of poverty There are many dIfferent mterpretatIOns of poverty and many different polItical agendas about
what needs to be done to meet the needs of the poor Government statistics may not be trusted In most
developed countnes, there IS an establIshed "expert" commumty outSIde the government - located m
research mstltutes, umversltIes, and pnvate "thmk tanks" ThIS research commumty allows an open and
transparent debate over SOCIal Issues - based on analyses of publIcly avaIlable data that meet academIC
standards

3 3 How MUCH ASSISTANCE SHOULD BE PROVIDED

The deCISIon about how much asSIstance to proVIde to needy famIlIes IS polItIcally more difficult to reach
than IS the deCISIOn about what levels of benefits to prOVIde those covered by SOCIal msurance funds
SOCIal Insurance funds must balance - wlthm the actuanal and procedural rules and regulatIOns
establIshed m the enablmg legIslatIon creatmg the fund Thus, any deCISion to proVide mcreased benefits
must be accompanied by a deCISIon to change the level or baSIS of contnbutIOns There IS no such
balancmg mechanIsm WIthIn SOCIal asSIstance programs If those programs are funded from general budget



revenues (whIch most are) Whereas socIal msurance funds cover employees (the elderly and the
unemployed, for example) based on theIr work expenence and current status, social aSSIstance programs
are usually targeted to famIlIes or households

ThIS type of balancmg demands open, VIgorous publIc debate about preferences for offermg dIfferent
levels of asSIstance and the costs - m terms of foregone expendItures on other programs or mcreases m
taxes Such debates can only be productIve If partICIpants are well mformed about the CIrcumstances of
famIlIes and the costs and benefIts of current SOCIal aSSIstance systems

Therefore, a great deal rests on the eVIdence presented by statIstical experts who IdentIfy the goods and
servICes that should compnse the "mllllffium consumptIOn basket" and who estlffiate the cost of thIS basket
for dIfferent types of famIly m dIfferent regIOns But a great deal also depends on fiscal prOjectIOns of
the costs of helpmg low-mcome famIlIes reach dIfferent levels of econonuc well-bemg

The determmatIOn of SOCIal Insurance benefits can usually be reduced to a faIrly sImple set of rules
pensIOns are set at a level that IS related to a specIfic percentage of former wages and years of work
expenence - sometImes adjusted for the years of paymg contnbutions perhaps adjusted automatically
for mflatIOn The determmatIOn of benefIts for low-mcome famIlIes cannot be reduced to such SImple
algOrIthms Instead, there IS a constant tug-of-war WIth elected offiCIals who support mcreased state
aSSIstance pullIng one way and elected offiCIals anxIOUS to reduce taxes and budget defiCIts pullmg the
other way The level of benefits, therefore, IS always establIshed as a compromIse between attempts at
ObjectIve measures of need and what IS fiscally and polItically feaSIble
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4 THE DEVELOPMENT OF SOCIAL INSURANCE PROGRAMS IN UKRAINE

41 OVERVIEW

Ukrame has created the foundatlon for a system of socIal assIstance that can help the poor (see followmg
sectlon) But It has made relatIvely lIttle progress toward restructurIng socIal msurance programs PenSIOn
reform has stalled, few changes have been made m programs to compensate workers mJured at work and
reform of the unemployment msurance system has only Just begun
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Dunng 1997, the GOU commItted Itself to creatmg a smgle mdlvldual IdentIficatIon number - the
Taxpayer IdentIficatIon Number (TIN) - admInlstered by the STAThIS IS mtended to serve as the basIs
for all SOCIal protectIOn record-keepmg systems But TINs have not yet been allocated to all members of
the populatIOn, and there are problems WIth duplIcatIon and OmISSIOns wlthm the system There have been
no protocols developed for how databases compIled and mamtamed by the STA and the PenSIOn Fund
of Ukrame WIll work together or how these data systems WIll be mamtamed and verIfied

In addItIon to the absence of core databases, the collateral databases and reportmg systems needed for
SOCIal Insurance systems m Ukrame (and m other former SOVIet UnIon members) are wholly madequate
Accounts of the varIOUS Insurance funds are mamtamed on a cash flow baSIS - omlttmg VItal mformatlOn
on oblIgatIOns, debts, and accounts receIvable Further, there are no systems for transferrIng data among
oblasts and ramns and no capaCIty to match Tax AdmInIstratIOn data WIth databases mamtamed by SOCIal
protectIOn agenCIes Some pIlot programs completed by the SOCIal Sector Restructurmg Team (SSRT)
have demonstrated that such matchmg IS pOSSIble - but natIonwIde adoptIOn by the Tax AdminIstratlon
and the Mmlstry of Labor and SOCIal Pohcy (MLSP) WIll reqUIre extensIve trammg and automatIon

The SOCIal protection system IS also poorly admmlstered Management oversIght m the MLSP and the
PenSIOn Fund IS neglIgIble - m part because of the absence of staff, m part because of the absence of
relIable and tlmely reportmg, m part because of the absence of agreed-upon procedures, and, m large
part, because management skIlls have never been developed The capacity to analyze and solve complex
SOCIal protectIon problems - eIther Wlthm the government or wlthm the academIC or research communIty
- hardly eXists Its evolutIOn IS hampered by the unwIllmgness of statIstIcs agenCIes to release databases
m analyzable form and by the lack of fundmg for serIOUS research

The first subsectIOn of thIS chapter dIscusses the efforts made to reform pensIOn systems thus far - as
well as the plans for reforms m unemployment msurance and workers' compensatIOn The subsequent
subsectlon deSCrIbes the gaps remammg m data collectIon and analySIS systems

4 2 THE PRESENT STATUS OF REFORMS IN PENSIONS

4 2 1 The GOD's PerceptIOn of the Need for PensIOn Reform
Ukrame devotes 13% of ItS measured gross domestIC product (GDP) to pay for state pensIOns, even
though the pensIOns It dIstrIbutes fall far short of provIdmg even a mInImUm SubSIstence level of hvmg
for benefiCIarIeS 8 The share of GDP devoted to pensIOns IS conSIderably above the average for developed
countrIes - OBeD members spend only 9 2 % of GDP for pensIOns The large share of GDP devoted

8The three most Important reasons for the hIgh share of GDP devoted to pensIOns In Ukraine are 1) many UkraInIanS
are not workIng, 2) a large share of real GDP IS produced In the gray economy - and IS not reflected In offiCIal statIstics
or m the payroll tax base that pays for pensIOns and 3) the relatively large fractIOn of people over the age of 60 In

Ukrame who receIve full pensIOns (the result of Ukraine s low pensIOn age) and the fact that people who continue
workmg receIve full pensIOns



The lengthy dISCUSSIOns on pensIOn reforms were probably doomed from the start The goals of the GOU
were focused on the In1ll1edlate problems of reducmg the arrears m penSIOn payments InternatIOnal

Attempts at penSIOn reform focused on three areas m 1997 1) draftmg legIslatIOn for submIssIon to the
Supreme Rada to reform the state pensIOn system and to prOVIde the legIslative framework for non-state
(pnvate) pensIOn systems, 2) the negotIatIon of a loan from the World Bank to payoff some penSIOn
arrears and finance structural changes, and 3) desIgmng and Implementmg a pIlot program to reform the
way enterpnses report payroll and contnbutIOns to the PenSIOn Fund of Ukrame The chosen mstrument
for desIgmng and nnplementmg these reforms was a Task Force convened by the GOU m February 1997

The need for long-term structural pensIOn reform has been a pnonty of mternatIOnal donors - mcludmg
the World Bank, the InternatIOnal Monetary Fund, and USAID But the condItions for the proVISIOn of
mternatIOnal asSIstance for major penSIOn reform have mcluded raIsmg the penSIOn age and begmmng to
proVIde actuarIal fundmg agaInst future penSIOn obhgatIOns The GOU had been unwIlhng to commIt to
these long-range, but pohtIcally dIfficult tasks by the end of 1997 - perhaps because of the Rada
electIOns loommg m March 1998

4 2 2 PensIOn Refonn LegIslation

The terms of reference of the PensIOn Reform Task Force were not clearly defined by the GOU and the
GOD's mteractIOn WIth mternatIOnal experts m debatmg penSIOn reforms was poorly managed POSItIons
changed frequently and OptIOns were not explored systematIcally The GOD lacked any capaCIty to
analyze for Itself the nnpacts of the confusmg array of optIOns WIth whIch It was presented The PenSIon
Fund has no actuarial model and was not ImmedIately prepared to trust the estImates and pnnt-outs
proVIded by mtematIOnal donors DespIte (or, perhaps, because of) mtensive efforts by the World Bank
and Harvard InternatIOnal Institute for Development, proposals for major restructunng of pensIOns m
1997 stalled
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Other major problems WIth Ukrame's State PensIOn system mclude

• the narrow range of pensIOn benefits between those who never worked and those who worked for
more than 30 years,

• the low rate of collectmg payroll taxes - m 1996 the non-payment or late payment rate was about
30%,

• the mgh rate of payroll taxes - 34% to support the state pensIon system alone, and a further 15 5%
to support other SOCIal Insurance funds,

• delays m payments of pensIOns of two or three months, and

• the mgh admlllistratIve costs of the system - about 8% of the value of pensIOns dIstnbuted when the
payments to pnvate banks and the postal system are mcluded

to pensIOns IS not the result of a larger share of the populatIon m the category of retIred and elderly
people In UkraIne, 187% of the populatIOn IS over the age of 60, whIle the average for OEeD members
IS 18 6 % The hIgh proportIOn of the budget spent on pensIOns m Ukrame IS due to the low level of
GDP, the country cannot afford, under present economIC CIrcumstances, to fund pensIOn programs on
a level eqUIvalent to those m the mdustnahzed West Even WIth hIgh tax rates and low pensIOn benefits,
the slow rate of collectIon revenues has created large arrears m the payment of benefIts - between 2 and
3 months on average PensIOn arrears, by the end of 1997, totaled more than 3 bIlhon Hrn ThIS has
alerted the Government to the need to reform the pensIOn system and to seek aSSIstance m paymg off
arrears
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In order to mcrease payroll tax collectIons, establIsh a hIgher correlatIOn between payroll tax collections
and dIsbursements on an mdividual - not aggregate - baSIS, and lInk tax data to government-targeted
aSSIstance programs (mcludmg the Housmg SUbSIdy Program), the SSRT developed a new payroll
reportmg system to benefit the followmg agenCIes

• For the PensIOn Fund of Ukrame, the new system prOVIdes the baSIS for a new record-keepmg
system, based on taxpayer IdentIficatIon numbers assIgned to mdividuals, whIch wIll be used to
collect InfOrmatIOn on an mdIvIdual's employment hIstory, Income and payroll taxes paId ThIS
InfOrmatIon can be used by the PenSIOn Fund to calculate penSIOn benefits and to Increase the rate
of payroll tax collectIOns

• For the State Tax AdnumstratlOD, the new system WIll prOVIde a database that can be accessed to
venfy mcome mformation reported to the Tax AdmIll1stratIon It WIll also encourage the formal
regIstratIOn of busmesses (unregIstered employees WIll no longer be able to accumulate time worked
toward pensIOns unless they are actually paId wages and payroll taxes are paId on the mdividual
employee's behalt)

donors were more mterested m the long-term vIabIlIty of the system There were also fundamental
dIsagreements among mternatIOnal adVIsors over the role of pnvate penSIOn systems - whether they
should ultimately replace the publIc system or provIde a voluntary supplement DespIte the mstructIOn
ISSUed by the PresIdent that reforms should be effective from January 1, 1998, draft legIslation had stIll
not passed the Rada by the end of February 1998
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423 NegotiatIOn of World Bank Loan

The World Bank had offered a loan of between $200 mIllIon and $400 mIllIon for structural adjustment
m Ukrame The GOU had dIscussed usmg a large part of thIS to aSSIst the PenSIOn Fund m paymg off
a portIOn of Its pensIOn arrears and for financmg structural changes m the penSIOn system But the GOU
proved unwIllIng to commIt to two baSIC condltlons - raIsmg the penSIOn age and Ill1tIatmg the process
of fundmg a portIOn of the pensIOn system - perhaps because of the Impendmg electIons for the Supreme
Rada Therefore, the World Bank suspended the offer of the loan until the GOU was prepared to meet
these condItIOns

424 PensIOn Reportmg System Refonn

At the request of the PenSIOn Fund, the SSRT deSIgned a new reportmg system that wIll prOVIde the
PensIOn Fund WIth quarterly (eventually, monthly) reports from all employers on the wages paid and con
tnbutIOns due for each employee of the enterpnse The system was tested m a pIlot raIOn m KyIV Oblast
and the software program and documentation was transferred to the PenSIOn Fund

The current payroll tax reportmg system results m a low rate of tax collectIOn HIgh tax rates and made
quate audIt and control mechanIsms contnbute to the burgeonmg mformal busmess sector As much as
50% of the total payroll m Ukrame IS not subject to payroll taxes to the PenSIOn Fund because neIther
the enterpnse nor the wages of employers are part of regIstered economIC aCtiVIty Another problem IS
pensIOn levelmg - the lack of correlatIOn between penSIOn taxes paId and penSIOn benefits receIved The
workbook system allows employers to hold workbooks even If the employees are not actually workmg
for or paid by the enterpnse The current payroll reportmg system IS eaSIly open to fraud, and the state
must ultImately pay pensIOns regardless of whether employers have paId payroll taxes on theIr employees'
behalf
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Table 4 1 Gaps and RemaImng Steps for Creatmg State PensIOn System

• For the MImstry of Labor and SocIal PolIcy, the new system WIll provIde InformatIon on the
payroll taxes pmd by or on behalf of each IndlVldual, enablIng the MInIstry to calculate pensIOn
benefits based on payroll taxes paId The database assembled from the enterpnse reports WIll be the
baSIS for IdentIfyIng people In need of SOCIal assIstance, streamlInIng enrollment procedures, and
audItIng Income declaratIOns

4 3 GAPS IN DATA AND ANALYTIC CAPACITY FOR THE ADMINISTRATION OF STATE AND

PRIvATE PENSION FuNDs

4 3 1 OvervIew of MIssmg Parts m the State PensIOn System

The gaps III present databases maIntaIned by the PensIOn Fund of Ukrmne and In collateral agenCIes and
mmistnes are shown In Table 4 1 and schematIcally In FIgure 4 1, below The latter IS based on
FIgure 2 1, above, but IdentIfies 15 connectIOns that are partly or wholly mIssmg where work IS needed
to buIld a complete pensIOn system In UkraIne The followmg table summanzes what IS mIssmg In each
of these 15 areas and the steps needed to fill the gaps
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Steps Needed to FIll Gaps

• CreatIon of core database m PensIOn Fund of
Ukrame based on reVIsed enterpnse reportIng system
(see No 13 below)

• Passage of law for non-state pensIOns

• DeSIgn and ImplementatIOn of regulatory framework
for non-state pensIOns

• CreatIOn of regulatory agenCIes WIth detaIled
operatIng InstructIOns

• Staffing and trammg of agenCIes

• Development of data-shanng protocols WIth PenSIOn
Fund of UkraIne

• Development of regulatIOns of fund finanCIal
actIVItIes

• Improvement of systems for transferrmg benefits

• Management and reportmg of finanCial flows
(IncludIng reportmg on oblIgatIOns as well as cash
flows)

• DeSIgn and development of full quarterly reports on
penSIOn fund actIVItIes, oblIgatIons, future
prOjectIons

• Conduct of regular overSIght hearmgs by deputIes

• Enact reform of fund accountIng systems

• NatIOnal Bank of UkraIne creates regulatory offIce

• NatIOnal Bank to Improve system of finanCIal
transfers

• (See also tasks hsted under No 1 above)

Gaps m Capacity/Database/COImectIOn

3 Regular reportmg by PenSIOn Fund
on actIVIties and fmanclal status to
Supreme Rada depUties and standmg
commISSIOns

4 CreatIOn of complete finanCIal
overSIght system for finance,
accountIng, and regulatIOn of state
and pnvate pensIOn funds

2 FmancIaI reportmg of finanCIal
transfers and fund Investments to
NatIOnal Bank of UkraIne

1 Transfer of selectIon of data from
core database on all workmg
UkraInIans on employment hIstory,
wages, and contnbutIOns to state and
pnvate penSIOn funds transferred to
agenCIes regulatIng non-state penSIOn
funds

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I



Future DzrectlOns for Soczal ProtectlOn Polley m Ukrame

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

5

6

7

8

9

OffIce of PresIdent to shape socIal
protectIOn polIcy, regular reportmg
by socIal protectIOn agencIes to
Office of PresIdent

PenSIon Fund shares core database
wIth the MLSP as basIs for manage
ment of socIal protectIOn programs,
the MLSP shares mformatIOn of
partICIpatIon m SOCIal assIstance
programs of penSIoners WIth PensIon
Fund

Coordmated system for shanng
fmancIaI reports of enterpnses and
mdividuals, coordmated system of
audItmg, and umfied system of
mdividual ID numbers

CreatIon of publIc, accountable, and
transparent state pensIOn system

Automated lmks between PenSIOn
Fund and oblast pensIOn departments
for exchange of data, management
audIts, and dIstnbutIon of normatIve
documents
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• Create staff m Office of PreSIdent wIth responsIbIlIty
for SOCIal protectIOn polIcy, at present, there IS only
one staff member WIth thIS responsIbIlIty

• Regular reportmg by SOCIal protectIon agenCIes to
Office of PreSIdent

• DeSIgn of data exchange systems between local
pensIOn fund and MLSP offices

• Assessment of SOCIal aSSIstance needs of low-mcome
pensIoners

• DeSIgn and ImplementatIon of monthly reportmg by
PenSIon Fund offices to Morutonng Centers

• PartICIpatIOn of PenSIOn Fund In assessmg poverty
level and fIscal capaCIty to aSSIst low-mcome people

• Agreement WIth STA on IdentIfIcatIOn numbers,
regulatIons eXIst but are not enforced

• Shanng of records of wages and benefits payments
WIth STA, there IS no eXIstmg protocol

• Development of protocol for audItmg enterpnse
payroll reports, pensIon fund and tax audItors today
operate mdependently

• Tax oversIght of pnvate pensIon funds

• Coordmation of tax and contnbutIOn collectIOn by
Tax AdmImstratIOn and PensIon Fund

• (See also tasks under 1, above)

• PreparatIon of annual report on State PensIOns In

Ukrame

• PublIc partIcIpatIOn m the formulatIOn of pensIOn
polIcy

• PartICIpatIon of PensIOn Fund In preparatIon of
annual SOCIal protectIon report

• CreatIOn of obiast-wide mdividual penSIOn records
assembled from enterpnse reports submItted to raIOn
pensIOn fund offIces

• Development of protocol for exchange of data
between PensIOn Fund and oblast departments

• Development of automated monthly finanCIal and
statIstical reportmg system

• Development of management of finanCial transfers,
contnbutIon collectIon, and benefits dIstnbutIOn



The gaps outlmed m thIs table are those dIrectly related to the creation and Implementation of an effectIve
and effICIent penSIOn system The gaps refer not only to the absence of tangIble Items - large-scale
computers m the PensIOn Fund for the natIOnal-level database or the absence of software for the transfer
of data among offices, for example There are also gaps m "human capItal" - the techmcal SkIlls needed
to operate SophIstIcated databases, the SkIlls needed to upgrade and adapt software and hardware
configuratIOns to evolvmg CIrcumstances, and, most Important, the SkIlls needed to manage the state and
non-state penSIOn systems Management of a system that mvolves annual flows of hundreds of mIllIons
of hryvrua and servmg 14 mullon benefit reCIpIents and 20 mIllIon contrIbutors IS not easy To create the
system - deSCrIbed m schematIC form m FIgure 4 1 - WIll reqUIre mtensive trammg m many dIfferent
SkIlls These trammg needs are deSCrIbed m the final part of thIS report

Future DlrectlOns for Socwl ProtectlOn POIlCY zn Ukrazne

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

10 RegulatIOn of pnvate pensIOn
programs offered by enterpnses

11 CalculatIOn and dIstnbutIon of
pensIOn benefIts and provIsIon of
customer serVIces for penSIOners

12 Automated lInks between ralon
penSIOn offIces and oblast pensIOn
departments for exchange of data,
management audIts, and dIstnbutIon
of normatIve documents

13 Regular reportmg by all enterpnses,
self-employed people to penSIOn
fund and audItmg of reportmg
system

14 Exchange of mformation between
local penSIOn offices and local
offices of SOCIal protectIOn

15 Exchange of mformatIon between
local pensIOn offices and local tax
admimstration offices

Page 21

• DeSIgn and ImplementatIon of standardIzed reportmg
systems to regulatory agenCIes

• Development of standard regulatory procedures for
pnvate penSIOn systems

• (See tasks under No 1 above)

• ImplementatIOn of new software for benefit
calculatIOn

• Development of new, more effiCient means of
dIstnbutmg pensIon benefIts

• CreatIOn of ralOn-wide mdividual penSIon records
assembled from enterpnse reports

• Development of protocol for exchange of data
between ralOn pensIOn offIces and oblast departments

• Development of management of finanCial transfers,
contnbution collectIOn, and benefits dIstnbutlOn

• Development and ImplementatIon of automated
monthly finanCIal and statIstIcal reportmg system,
pIlot program IS completed, natIOnWIde Implementa
tIOn WIll reqUIre further testmg and a Cabmet decree
to reqUIre mtroductlOn of persomfied payroll
accounts

• Development of data exchange

• Development of systems for IdentIfymg penSIOners
m need of SOCIal aSSIstance

• Exchange of mformatlOn WIth local tax office for
audIt purposes

• Development of enterpnse audIt system coordmated
WIth STA
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FIgure 4 1 Gaps ill State PensIOn Flilld System ill UkraIne
(undeveloped parts of the system shown m dotted lmes)
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15.,
RAION TAX OFFICE

Exchanges and verIfies rocome
and benefits data audIts

applIcants

12

RAION PENSION FUND OFFICES
Collect records of work experience

wages earned, and contributIons paid
transfer data to oblast or drrectly to

PensIOn Fund to update records of all
covered mdlV1duals and enterprises

calculate pensIOn benefits due

14

OBLAST PENSION FUND
DEPARTMENTS

Receive databases from ralOns or drrectly
from enterprIses and transfer to PensIOn Fund
exchange data to ensusre updabng ofnatIonal

records of all covered mdJvlduals and
enterprises

,""---------.ll" •
RAION OFFICE OF

SOCIAL PROTECTION
Exchanges and verifies data

audIts data, IdentIfies pensioners
ehgIble for soCIal asSistance

ENTERPRISES OF UKRAINE
Pay contnbutIons mto fund

PartIcipate m pnvate pensIOn funds
Receive annual report of pensIOn fund

Subject to audit from PensIOn Fund

POPULATION OF UKRAINE
Pays contrIbutIons roto fund and partICipates
m private pensIOn programs
ReceIves benefits when ebgIble
ReceIVes annual report of pension fund
Subject to audJt of mcomes

10

FINANCIAL PENSION FUND OF UKRAINE
REGULATORY

OFFICE OF THEAGENCIES Mamtalns records of work
(MINISTRY OF experience wages earned, and 5 PRESIDENT

> • > • > ProVIdes regular... FINANCE) contributIOns paId by and on behalf
Exchanges/venfies data of all mdlV1duals m Ukrame reports and analyses

With GOU agencies 2 Mamtalns record of all legal entItIes Sets drrectIon for

regulatmg non state With responslblhty to pay pohcy

pension funds contnbutlOns on behalfof employees
3 Mamtalns hst ofall self employed... people

4 MINISTRY OF LABOR
t 4 MaIntains and updates models used 6 AND

to prOject revenues and expemhtIlres

'"
~ SOCIAL POLICY

NATIONAL BANK OF
5 MaIntains oversight of finanCial Exchanges data on mcome

UKRAINE 2 status of fund and mcome from fund and SOCial protectIon needs

Exchanges data and • > mvestments
6 Mamtalns models used to estImate

coorrlmates mvestment, fund Impacts of alternatIve pension
cash transfer actlV1ty pohcles
May regulate private funds 7 AudJts finanCial operanons of oblast

and raIon offices
7

MINISTRY OF FINANCE
8 Prepares quarterly and annual report • > AND STATE TAX

SUPREME RADA on all finanCial actIvItIes of the ADMINISTRATION
PrOVIdes regular reports and 3 PensIOn Fund Exchanges/vermes data WIth

special analyses prepares • > State Tax Admmlstratlon
fiscal eSbmates ofpensIOn Regulates pnvate pensJon

nnpacts

/
programs
Reports on finanCIal flows
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4 3 2 Governance of the PensIOn System

AdmInistration of the state pensIOn system In UkraIne IS awkwardly divided between the PensIOn Fund
and the MLSP The PensIOn Fund IS responsible for collectIng contnbutIOns from busInesses (legal
entities) and Individuals (phySical entities) The MInIstry IS responsible for calculatIng pensIOns, for
dIstnbutrng lIsts of elIgible reCIpIents to local offices, and for contractIng for the dIstnbutIOn of benefits
to elIgible reCIpients (pnmanly through Aval Bank and the Postal Service) The result of thIS somewhat
arbitrary splIt In governance IS that the adminIstratIon of the system IS cumbersome and no SIngle entIty
has responsIbIlIty and authonty to IllItIate reforms There are also two separate computer technIcal support
organIZatIons workIng on automatIng the system - With no Incentive to coordInate actlvltles and With
lIttle eVIdence of any commumcatlOns ThIs splIt In the system is clearly wasteful and governance should
be consolIdated under one agency

Because the PensIOn System admInisters ItS own revenue collection system - entirely separate from the
STA - Ukrarne operates a cumbersome, needlessly duplIcatIve and extremely labor-IntensIve system for
extractIng taxes from bUSInesses and IndiViduals There IS lIttle systematic exchange of InfOrmatIOn
between the PensIOn Fund and the STA and no attempt to consolIdate auditIng or enforcement activIties
Both the World Bank and the InternatIOnal Monetary Fund have recommended that UkraIne develop a
program to create a SIngle tax collectrng entIty, however, the current bankruptcy procedures give pnonty
to the PensIOn Fund, whIch - together With the enormous patronage associated With hIrIng contnbutIOn
collectors - has dIscouraged any movement toward eIther consolIdation or even coOrdInatIOn The only
progress In thIS dIrectIon dunng the course of the project was the adoptIOn by the CabInet of MInIsters
of a decree reqUIrIng all agenCIes to adopt the system of TINs under development by the STA So far,
however, there have been no meetIngs between the two tax collectIng agenCIes to begIn diSCUSSIons on
how to Implement the TIN system

5 THE DEVELOPMENT OF SOCIAL ASSISTANCE PROGRAMS IN UKRAINE

51 OVERVIEW

SOCial assistance programs are, conceptually, more complex than SOCIal Insurance systems The
complexIty anses because benefIcIanes are not so obVIously defined as under SOCIal Insurance systems
People are elIgIble because of theIr economIC (or SOCial) cIrcumstances, not because they have paId Into
a fund and have reached a prescnbed age or lost theIr Job In almost all countnes, needs-based aSSIstance
to famIlIes IS funded from general government revenues - sometnnes the responsIbilIty IS shared between
the state and local governments Therefore, governments do not have to balance revenues for SOCIal
aSSIstance WIth projected expendItures on SOCial aSSIstance In the same way that SOCial Insurance fund
managers must - except WithIn the overall framework of prepanng the annual budget

5 2 THE PRESENT STATUS OF REFORMS IN SOCIAL ASSISTANCE PROGRAMS9

5 2 1 The Development of the Housmg SubSIdy ProgranI
Because UkraIne, In October 1994, deCIded to raIse the monthly payments for housmg and communal
servICes, It was forced to develop a program of targeted aSSIstance to low-mcome famIlIes The Govern-

9 The hIstory and the results of the housmg subSIdy program are summanzed m 'Makmg FamIlIes Pay for Housmg and
Communal ServIces The Expenence of Ukrame PADCO SOCIal Sector Restructunng Project paper presented at the
semmar on cost recovery, sponsored by RTIIUSAID, Washmgton DC September 22-23, 1997



ment has raised tanffs from a level where payments from famlhes covered only about 4 % of the actual
costs of productIon to a level today where they cover at least 80 % of costs 10
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The goal of the pnce reform was to reduce the large budget defiCIt caused by SubSIdIes to communal
servIces enterpnses and to encourage greater efficIency m the dehvery and use of housmg and communal
serVIces By the end of 1997, all dIrect SUbSIdieS from the State Budget to thIS sector - wIth the
exceptIon of some SubSIdIes for natural gas supphers - were elImmated The percentage of GDP
accounted for by payments from famlhes for housmg and utIhtIes has nsen from less than 0 2 % to 4 0 %

The housmg SUbSIdy program pays for the dIfference between 15% of a famIly's mcome and ItS total
monthly payments for housmg and communal serVIces II At the end of 1997, about 3 4 mIllIon of
Ukrame's 17 mIllIon famIlIes were recelvmg SubSIdIes for the payment of housmg and communal serVIces
and a further 1 mIllIon had receIved assIstance m paymg for lIqUId gas and solId fuel 12 The housmg
SUbSIdy program was desIgned and Implemented qUIckly In October 1994, Ukrame began to raIse tanffs
Wlthm less than three months, on February 4,1995, the Cabmet of Millisters had Issued a decree
establIshmg the housmg SUbSIdy program Three months later - on May 3, 1995 - 750 new offices were
opened throughout Ukrame - one m each ralOn and one m most oblast-subordmated CItIeS In less than
12 months, more than 1 mIllIon famIlIes had been prOVIded WIth aSSIstance

5 2 2 FIScal Impacts of Housmg SubSidy Program

The overall Impact of the program of ralSlng tanffs and paymg for the new targeted aSSIstance has been
to reduce the State Budget defiCIt by an estImated $1 33 bIlhon m 1997 In the long term, the reform of
housmg pnces coupled WIth the deregulatIOn of food pnces - WhICh together compnse more than 90 %
of the typIcal famIly spendmg - has redefmed the nation's poverty problem Some famlhes can no longer
afford these basIC servIces As a result, the goal of SOCIal aSSIstance programs proVIded by the MLSP has
changed mstead of provldmg all famIhes WIth SUbSIdIzed food and shelter, the government helps only
famIlIes WIth mcomes too small to pay for baSIC neceSSIties

The average SUbSIdy for housmg and communal servIces per famIly has nsen from 255 Hm/month
(around US$1 50) m May 1995 to 37 Hrn/month m October 1997 (about US$19) accordmg to the State
CommIttee for StatIstics (GosKomStat) J3 The average value of SubSIdIes for hqUId gas and sohd fuel 
granted to famIlIes once each year - was 121 Hm m October 1997 (about US$67) The total
expendItures under the housmg SUbSIdy program are prOjected to be about 1 5 bIllIon Hm m 1997 (about
US$800 mIllIon)

10 These acttons were undertaken through decrees Issued by the Cabmet of MInIsters rather than legIslatIve actIon of the
Supreme Rada Under UkraInIan law the Cabmet has the power to set rates of cost recovery The Supreme Rada does
have the constItutIOnal power to overturn actIOns taken by the Cabmet

II The subSIdy IS paId only for expenses wIthIn the sanItary norm of space - defined by law as 10 5 m2 plus 21 m2 for
each famIly member Thus famIlIes m very large apartments do not receIve a subSIdy for theIr full expenses The
purpose of thIs provIsIon IS to encourage low mcome famIlIes WIth few famIly members but large apartments to sell and
move mto smaller UnIts

12 There are no accurate data on the acmal number of famIlIes recelvmg subSIdIes because of problems m the system
developed by the MInIStry of Stattstlcs (now the State CommIttee for StattStICS) to estImate the numbers A new system
based on samplIng of key representattve offices IS bemg developed by PADCO

13 Average amount of SubSIdIes for housmg and communal serVIces (FIgure 5 1) was smaller m May-September 1997
than m October 1996-March 1997 because homes that heat by natural gas reqUIre large subSidies
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• FIgure 5 1 Average Subsuhes
(monthly for housmg and communal servIces and annual for hqmd gas and sohd fuel)14

140 -r------------------------------,

14 Source GosKomStat monthly reports (subsuhes for housmg and communal services) and PADCO estimates (SubSidies
for lIqUId gas and fuel)

Women account for 62 % of all people In famIlIes reCeIVIng SubSIdIes Among the elderly, 72 % of
reCIpIents are female Because hOUSIng SubSIdIes are Intended for poor famIlIes, It IS not surpnsIng that
pensIOners hVIng alone and other SIngle-person famIlIes are dIsproportIOnately represented among those
reCeIVIng SubSIdIes In 1997, SIngle-person famIlIes constItuted 29 2 % of famIlIes reCeIVIng hOUSIng

• SubsIches for Housmg and Communal SelVlces
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SubSIdIes for lIqUId gas and fuel are granted for the whole year and theIr number IS calculated
cumulatIvely from the begInmng of the year (FIgure 5 3) There were fewer famIlIes reCeIVIng thIS type
of subSIdy at the end of year of 1997 compared to the same penod of the prevIOUS year ThIS IS eVIdence
that partICIpatIon has stabIlIzed and that enrollment IS lIkely to declIne as Incomes begm to nse In the
future

5 2 3 PartICIpatIOn m the Housmg SUbSIdy Program

The number of famIlIes receIvmg housmg SubSIdIes (FIgure 5 2 and 5 3) has been fluctuatmg because of
the seasonal demands of famIlIes heatmg WIth natural gas FIgure 5 2 shows the declme m enrollment m
May-September 1997 reflectmg the end of heatmg season In Apnl and shows the Increase m the number
of famIlIes In October
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FIgure 5 2 Number of Fallllhes ReceIvmg Subsuhes for Housmg and Communal SerVIcesl6

SubSIdIes but only 17 7 % of all urban famIlIes For a smgle penSIOner receIvmg the mmimum pensIOn
of 48 Hrn per month, the SUbSIdy IS the eqUIvalent of a 75 % mcrease m benefits 15 To offer all
pensIOners, natIOnwIde, a comparable mcrease m benefIts m 1996 would have cost the Government over
5 bIllIon Hrn (US$2 2 bIllIon), a sum far beyond the fiscal capacIty of the budget

I
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15 The average monthly pension ill Ukrame ill 1997 IS 49 Hm (about US$28) The average benefit received by pensIOners
IS 36 Hrn/month

16 Source GosKomStat monthly reports except for number of famlhes III October-December 1996, WhICh IS estImated
from MLSP monthly reports

Although today It IS ImpossIble for many low-mcome famIlIes In Ukrame to pay the full cost of housmg
and communal serVIces, It IS the goal of economIC reform to Improve theIr economIC opportumties If
economIC reforms are successful, wages wIll mcrease as the labor market adapts from the old SOVIet
system of provIdmg workers WIth most of theIr mcome m the form of "In-kmd" benefits, 1 e , SUbSIdIzed
food, housmg, health care, etc , to the Western system of paymg employees for the value of theIr work
and allowmg them to choose what goods and servIces to purchase

~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~
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The average subSIdy for housmg and communal servIces In Apnl 1997 was 39 Hrn, famIlIes COnsIStIng
mostly of penSIOners receIved SubSIdIes of 35-40 Hrn, and the poorest large fanulIes, those WIth a
sIgmficant number of chIldren, receIved more than 55 Hrn SubSIdIes accounted for from 35%-60% of
famIly Incomes (20%-30% In famIlIes Includmg penSIOners and 9%-17% of the fanuly mcomes of the
elIgIble famIlIes WIth the highest Incomes) As a result of receIvmg SUbSIdies, the dIfference between the
two "nchest" and the two "poorest" decIles' mcomes shnnks from 2 8 times to 1 9 times
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18 The admImstrative costs of the program are not publIshed m the State Budget of Ukrame - WhICh does not proVIde
detailed salary and office expendItures by program Therefore these estImates of admmistrative costs are made by
PADCO based on unpublIshed data from mdIvldual subSIdy offices These estImates do not account for the value of
computers purchased by USAID or from local budget resources for the housmg SUbSIdy program The total cost of
USAID computers and related eqUIpment m 1996 was nearly 2 millIon Hrn and an equal amount was probably spent
from oblast and raton resources on computers

FIgure 5 3 CumulatIve Total of Fannbes ReceIVlllg SUbSIdIes for LIqmd Gas and FueP7

800,000

17 Source GosKomStat monthly reports
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By companson, In 1997, It IS projected that the staff of the housmg subSIdy program WIll allocate
SubSIdIes for housmg and communal servIces and for lIqUId gas and solId fuel to famIlIes m Ukrame
totalmg about 1 4 bIllIon Total admmistratIve costs m 1997, therefore, WIll be a lIttle more than 1 3%
of the value of SubSIdIes allocated to low-mcome famIlIes

5 2 4 AdnnmstratIve Costs of the Housmg SUbSIdy Program

The housmg SUbSIdy program IS mexpenslve to admmlster 18 Admmistrative costs are only about 1% of
the total value of benefits dlstnbuted to low-mcome famIlIes Although the costs are not shown separately
m the natIOnal budget, they can be calculated as follows

• There are 756 housmg SUbSIdy offices The average offIce has monthly expenses of 1,300 Hrn Total
office expenses for 1997 11 8 mll/wn Hrn

• There are 6,500 people workIng m housmg SUbSIdy offices natIonwIde, paId an average monthly wage
of 90 Hrn each Total wage bIll 7 mll/wn Hrn

• Total admmistrative costs m 1997 18 8 mll/wn Hrn

5 2 5 Indebtedness for Housmg and Communal ServIces

When the program to raIse tanffs mcrementally until costs were fully recovered was first announced,
most people predIcted that famIlIes SImply would not pay Indeed, several depUties from the Supreme
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Rada actively recommended to particIpants at conferences and polItical meetmgs that famIlIes should not
pay They promIsed to roll back pnces to theIr ongmal levels and to remstate the system of umversal
housmg entitlements to all The Cabmet passed a decree suspendmg all penaltIes for late payment
comcldent WIth the first mcrease m tanffs announced m October 1994 19 The suspenSIOn was effectIve
for SIX months and has been renewed - fIrSt by the Cabmet and then by law of the Supreme Rada

SurpnsIngly, the rate of mdebtedness - the amount that IS overdue as a percentage of the total monthly
payments due - has Increased only moderately Durmg SOVIet times, the average ratio of debts m excess
of two months was about 8%-10% of monthly payments due ThIS started to mcrease m early 1990 as
the lIVIng standard started to fall It grew even faster as mflatIOn soared m 1993 and 1994 But smce then,
It has remamed more or less stable - although It typIcally Jumps dunng the first month or two after a
tanff mcrease, and then slowly falls agam

Today, over one-half of all famlhes make payments late Usmg thIS statistIc, newspapers - and polItical
opponents of tanff mcreases - have frequently alleged that the payment system has broken down
FamIlIes aren't paymg sImply because they can't afford to wages are low and often paId many months
late

However, a companson of total debts and payments for housmg and communal serVIces WIth monthly
payments charged In KharkIv Oblast shows that, dunng 1996, the populatIOn had debts on average equal
to only one month of payments m August 1996 Debts tended to grow m proportIOn to the amount owed
In an analysIs of mdebtedness among dIfferent rawns wlthm Kharklv Oblast, PADCO dIscovered that the
level of debts were related to the level of wage arrears When local enterpnses paId back wages, debts
for housmg and communal servIces were paId off In fact, research by the SSRT has confirmed that the
rate of mdebtedness has been greatly exaggerated 20

One WIdespread response by communal servIces enterpnses to nsmg tanffs has been "separate bIllIng"
Wlule famIlIes used to pay a smgle bIll each month, they now must pay four or fIve Electnclty and gas
compames bIll separately - confIdent of theIr power to exact funds from customers WIth the threat of
the termmatIon of serVIces Many water compames now send out separate bIlls to famIlIes, and some
heatmg comparues have begun the same practice The result IS that ZHEKs are responsIble for collectmg
a smaller and smaller share of total housmg and communal serVIces revenues

19 Pnor to the suspensIOn of penalties a family would be obliged to pay 1% per day of the total amount due Although
famIlies could not be eVicted for non-payment they could be prosecuted for stealing state property and other
mIsdemeanors that carned pnson sentences OccasIOnally families would be relocated to less-attractIve apartments for
consIstent late payment

20 Three factors account for the overstatement of mdebtedness

• Families may pay In time but SInce It takes about three weeks for the payments made m the local savmgs bank to
be credited to the family s account In ItS ZHEK many are counted as late payers when they are not

• ZHEKs mclude m famtly debts that portion of payments made through the housmg subSidy program Smce payments
to communal services enterpnses to honor subSidies granted to families are usually several months late famIly
mdebtedness IS exaggerated

• Indebtedness among budget orgamzatlOns (schools hospitals, Institutes etc) to housmg and communal servIces
enterpnses are very large and the rate of mdebtedness IS about double the rate for farmlIes When communal services
orgamzatlons complam of debts, It IS usually these customers they are descnbmg, not families
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It IS unlikely, however, that these good payment habIts WIll last mdefimtely Unless servIces Improve and
the tanff-settmg procedures are made more open and transparent, famIlIes WIll be less and less wIllIng
to pay - partIcularly smce no adverse consequences are assocIated WIth mdebtedness The Supreme Rada
has, understandably, proved unwIllmg to allow the termmatIOn of servIce for non-payment Some
enterpnses - most notably the gas and electncIty compames - have begun shuttmg off servIces from
metered customers who fall deeply m arrears despIte laws forbIddmg the practice One water company
even trIed shuttmg off water to an apartment bUIldmg where a large maJonty - but not all - of the
tenants were m arrears ThIS was qUIckly declared Illegal and the water turned back on

526 LegIslatIve and AdnnmstratIve Changes m the Housmg SubSIdy Program21

Between October 1, 1996 and January 31, 1998, there were several Important changes made m the
housmg SUbSIdy program Resolutlon of the Cabmet of MmIsters "On changes to the SUbSIdy mechamsm
for housmg and communal serVIces, condensed gas, solId and lIqUId fuel," October 5, 1996, N1231,
stIpulated

1 that the penod dunng WhICh housmg and communal servIces debts may be paId would be extended
to 24 months for low-mcome famIlIes,

2 that the debt payment term should be negotIated based on the average monthly mcome per famIly
member at the follOWIng scale 48 Hrn and below - up to 24 months, from 48 01 to 60 Hrn - up
to 18 months, 60 Hrn and above - up to 12 months,

3 that, In specIal cases, dependIng on CIrcumstances, the term may be prolonged by deCISIon of
respectIve Rada's executIve commIttees, admimstratIOns, or theIr specIal commIssIons, and

4 that SubsIdIes for gas heatIng may be assIgned only for the heatmg season

ResolutIOn of the Cabmet of Mllllsters "On further Improvmg the asSIgnment of SubsIdIes for housmg and
communal serVIces, condensed gas, solId and lIqUId fuel," September 22, 1997, N1050, was a step
forward for the SubSIdy Program development FIrst, It defIned new development trends

1 Clearmg payments between the state budget and provIders of SUbSIdIzed servIces was gIven first
pnonty

2 The MLSP and the State CommIttee for ArchItecture, ConstructIon, and HOUSIng (SCACH) were
mstructed to prepare an ImplementatIOn plan for a new SUbSIdy mechanIsm based on SUbSIdy
normatIves

3 A number of mllllsters were Instructed to deSIgn proposals for settmg up dIfferential payment shares
dependmg on mdlVldual and famIly mcome and abIlIty to work of the populatIon

4 InstructIOns were gIven to Introduce natIonWIde audItmg In the Housmg SUbSIdy Program

5 The MLSP was InstruCted to prepare necessary documents for settIng dual subordmation for SUbSIdy
offIces - not only to local admmistratIOns but also to the MLSP

Secondly the new regulatIons make Improvements m procedures for assIgnmg SubSIdIes, thus elImmatmg
some practIcal problems These Improvements mcluded the followmg

1 It was affirmed that SubSIdIes do not have to be repaid and It does not affect housmg property nghts

2 The mandatory share for housmg and communal payment can be establIshed only by actIon of the
Cabmet of Mmisters

21 The SSRT partICIpated m the deSign and draftmg of all normative acts III collaboratIOn With the MLSP
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3 No addItIOnal 10 5 rn2 per famIly IS allowed If the famIly owns or uses two or more apartments

4 EducatIOnal benefits were mcluded m the lIst of mcomes, provIded the educatIOn allowance was
granted dIrectly to the student by an enterpnse or organIzatIon

5 If an elIgIble applIcant submIts a zero mcome statement or a statement of mcome below the non
taxable mmImum, the SUbSIdy IS calculated based on the non-taxable mInImUm mcome A SUbSIdy
calculated m thIS way IS for one tIme only The same rule holds for students - owners or tenants

6 SubsIdIes wIll not termmate If debts for housmg and communal serVIces are caused by wage arrears
(the arrears must be documented)

7 The SUbSIdy term for non-workmg pensIOners and not-able-to-work cltIzens whose only mcome IS
penSIOns or other SOCIal allowances IS extended to 12 months

8 The applIcatIOn term, after changes m tanffs, IS extended to two months

9 A new SUbSIdy calculatIon procedure based on subSIdy normatIves wIll be mtroduced

10 If mcorrect InformatIOn IS delIberately submItted, the SUbSIdy IS termmated for at least SIX months

53 ONGOING DEVELOPMENT OF TARGETED ASSISTANCE PROGRAMS

The housmg SUbSIdy program IS provIdmg a model for further evolutIon of the targeted aSSIstance system
m Ukrame

5 3 1 ExpansIOn of SOCIal AsSIstance to Include Targeted ClnId-Care AsSIstance

A complete welfare system that meets the needs of poor famIlIes must do more than proVIde housmg
SubSIdIes AnalysIs of data on famIlIes receIvmg housmg SubSIdIes has shown that the poorest famIlIes
are those WIth chIldren AddItIOnal aSSIstance - m the form of targeted cash aSSIstance - IS necessary
for low-mcome famIlIes Ukrame IS now m the process of extendmg ItS new SOCIal aSSIstance program
to mclude targeted chIld-care asSIstance AddItIonal cash benefits wIll be dIstnbuted to famIlIes WIth capIta
mcomes below a speCIfIed level

Ukrame, lIke many countrIes, offers a fixed bIrth allowance as a general entItlement, and many dIfferent
chIld-care allowances (largely proVIded through a parent's place of employment) are supplIed by several
dIfferent local agenCIes, mcludmg the penSIOn fund and the local offices of SOCIal protectIOn The system
IS complex, expensIve to admllllster, and proVIdes very low benefits Targetmg WIll allow benefits to poor
famIlIes to be mcreased whIle elImmatmg a benefit that IS worth, on average, US$3 a month to hIgher
mcome famIlIes

Durmg 1998, a draft law WIll be submItted to the Supreme Rada and a pIlot program wIll be conducted
to test systems of targetmg chIld care The "Message on the DIrectIons for Future Development of SOCIal
AssIstance," Issued by the PreSIdent of Ukrame m October 1997, explICItly emphaSIzes the Importance
of targetmg as the basIS for helpmg poor famIlIes and of reducmg the budget cost of entItlement programs
that the Government cannot afford to honor The 1998 State Budget mcludes less money for chIld-care
asSIstance but states that thIS money wIll be targeted

532 Aumtmg

In 1995, when audItmg was fIrSt proposed for the housmg subSIdy system, both the MLSP and the
MInIstry of Fmance (MmFm) opposed the concept on the grounds that all SubSIdIes were granted
"accordmg to regulatIOns" anyway OppOSItIOn faded as stones about the number of undeservmg people
receIvmg SubSIdIes began appeanng m the press In May 1996, the Cabmet had Issued Decree 541,
callmg for a pIlot audIt program The pIlot program was conducted durmg November and December
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1996 AudItors from the MLSP and MmFrn audIted more than 100,000 applIcatIOns for housmg subsIdIes
to venfy employment status and rncomes MmFrn also audIted tarIffs charged by more than 1,000 ZHEKs
and other communal serVIces enterpnses and audIted governmental financial flows m nearly 100 raIOns

At the request of the MLSP, the SSRT undertook an analySIS of the results of the pllot audIt program to
determme ItS cost-effectIveness as It pertamed to housmg subSIdy applIcations The report showed that,
WIth some amendments to procedures, audltmg could yIeld Important savmgs m excess of the costs of
conductmg the audIt ThIS led to the Issumg of Decree 1050 - prepared m Apnl 1997, and eventually
ISSUed by the Cabmet m September 1997, WhICh, among other thIngs, created a permanent audIt program
Smce the decree was Issued, new mstructIons have been drafted by the SSRT and dlstnbuted by the
MLSP

At the same time, two pllot projects were Implemented to match data from housmg subsIdy applIcants
WIth 1) data on wages reported to the PensIon Fund of Ukrame (see above), and 2) data on mcomes
reported to the STA The pllot program has reqUired the development of speCial software programs to
extract mformatlon and match It WIth Tax AdmmistratIOn files - mcludmg files on legal entities
regIstered m the raIOn and files of quarterly rncome declarations flied by self-employed people and people
regIstered for two jobs

Therefore, Ukrame has begun to develop the tools needed for a modem audIt system But It IS far from
havmg Implemented the system natIOnWIde

5 3 3 Momtonng and Management

The Housmg SubSIdy Program was nnplemented WIth a small staff m the MLSP Until the summer of
1997, a total of SIX people worked rn the MLSP department that IS responsIble for deslgnmg, developmg,
and nnplementmg the program Each oblast department of housmg subSIdIes employed only three or four
people Smce the program dlstnbuted benefits worth about US$1 bIllIon m 1997 through a natIOnWIde
system of 756 offices staffed by 6,500 people, there IS lIttle systematIc oversIght of fmanclal flows,
program effectiveness, or admmistrative effICIency At the same tIme, the system for prepanng regular
StatiStICal reports on the housmg subSIdy program was not relIable WIthout relIable and tImely numbers
on program partICIpatIon and oblIgations, good management IS not pOSSIble There have been major
achIevements m mOnItormg and management, mcludmg

1 the creatIon of mOnItonng centers m Kharklv and KyIV subordmated to the MLSP WIth tramed staff
to compIle and analyze statistICS related to SOCial protectIOn, USAID prOVIded eqUipment and the
SSRT has worked WIth staff, transferrmg software and analytIC technIques - the staff of these centers
WIll assume the work presently conducted by the SSRT m collectmg data and prepanng statistIcal
bulletIns,

2 the development of statIstIcal reportmg systems at the national level for prepanng monthly StatIstical
BulletIns on the housmg subSIdy program based on data collected from pIlot ralOns,

3 the development of StatIStICal reportmg systems at the oblast level based on monthly reports from all
ralOn offices that measure management as well as partICIpatIon mformatIon,

4 the creatIon of an electrOnIc lIbrary system contammg all normatIve acts related to SOCIal aSSIstance
programs for InstallatIon m MInIstry and oblast departments,

5 the creatIOn of the commumcations rnfrastructure throughout Ukrame based on the mstallatIon of local
area networks and e-maIl connectIons m all oblast departments of SOCIal proteCtion, and

6 the creatIOn of pIlot programs to test management and reportmg systems m Mlkolalv and L'VIV
Oblasts
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Although these developments are Intended, InitIally, for the hOUSIng SUbSIdy program, they are also
Intended to serve as models for the development of SImIlar mOnItonng and management programs for
other socIal protectIOn programs

Although GosKomStat InitIally proved unwIllIng to collaborate on ImproVIng or expandIng statIstICS
reportIng systems (dunng the fIrSt mne months of thIS proJect), when It was reformed as a State
CommIttee In September 1997, staff began a program of collaboratIon WIth the SSRT to Improve data
collected and analyzed on hOUSIng SUbSIdy partICIpatiOn and famIly Indebtedness

5 4 GAPS IN DATA AND ANALYTIC CAPACITY FOR THE ADMINISTRATION OF SOCIAL

ASSISTANCE PROGRAMS

DespIte the progress In the ImplementatIOn of SOCIal aSSIstance programs, there are stIll many gaps In
necessary databases and gaps In systematIc analySIS of data to prepare the reports that are needed for
effectIve polIcy makIng The major gaps and omISSIOns In the present system of SOCIal aSSIstance In
UkraIne are discussed In the follOWIng subsectIOns

5 4 1 There Is No System or Agency for IdentIfymg Who Is Poor

Ukrame has no effectIve system for momtorIng and analyZIng who IS poor UkraIne does not, today,
compIle or report adequate data A survey of the Incomes and expendItures of 16,000 famIlIes IS
conducted monthly by GosKomStat But the famIlIes In the sample are not representatIve - It IS heavIly
bIased toward lOW-Income famIlIes because of how famIlIes are enrolled In the sample and the sample
renewed It IS also not avaIlable In acceSSIble (machIne-readable) format to allow easy analySIS Although
data are reported by urban and rural areas, they are not reported by regIOn WIth suffiCIent dIstInctIOn
Ukrame IS takmg steps to remedy the problems WIth the household sample In collaboratIOn WIth the
World Bank and USAID, but a relIable, representatIve sample may be more than a year away An even
larger problem with InfOrmatIOn about the econOmIC status of famIlIes IS the huge (and groWIng) gray
economy WIthout Widespread reform of tax laws, bankruptcy procedures, and regulatIOns and WIthout
greater pnvatIzatIOn, the gray economy WIll contInue to render most state statIstICS almost useless

In the absence of relIable data on the econOmIC status of famIlIes, SOCIal aSSIstance programs must rely
on the dIfficulty of applyIng for asSIstance as one of the "screemng" mechamsms for IdentIfyIng famIlIes
In need But as the GOU attempts to Improve the system of applyIng for help, thIS screenIng deVIce
becomes less and less effectIve

UkraIne conducts regular surveys of the pnces of consumer goods and serVIces The selectIOn of the
mImmum consumptIon basket on WhICh the poverty level IS based IS, however, senously flawed and has
been cnticized by the World Health OrgamzatiOn and other InternatIOnal orgamzatIOns 23 The results of
the survey are not publIshed In a form that allows the careful calculatIOn of dIfferent poverty levels for
dIfferent regIOns, types of reSIdence, and famIly structure

The procedure for usrng tlus data for settmg the poverty level IS also flawed The responSIbIlIty IS shared
among the MLSP, the Mimstry of Health GosKomStat, MrnFrn, and MrnEcon The rnstructiOns under

22 ThiS issue is discussed m greater detallm Why Ukrame Does Not Know Who Is Poor" Summary Report No 2,
March 1998

23 See Pollcy Report No 3 Drawmg the Poverty Lme m Ukrame, PADCO SOCial Sector Restructunng Project, Apnl
1996
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WhICh these agencIes operate, set by PresIdentIal Decree, lImIt the calculatIon of the poverty level to a
smgle number - per capIta mcome reqUIred to purchase the mmlmum consumptIOn basket and to pay
for housmg and communal serVIces Smce the advent of the housmg SUbSIdy program, the Cabmet
calculates the poverty level by assummg that 15 % of mcome IS spent for housmg and communal servIces
and that the remamder IS used to acqUIre food - no allowances are made for transportatIOn, clothmg,
and other necessItIes There are no estImates by regIon for dIfferences between urban and rural areas,
or for famIlIes of dIfferent SIzes and composItIon

Fmally, Ukrame also lacks the mfrastructure of mstitutIOns conductmg Impartial analySIS based on
Government statIstIcs that compares wIth the "thmk tanks" that are common m the Umted States and
Bntam ObjectIve analySIS IS Important for provldmg elected offiCIals as well as government
admmlstrators WIth a clear pIcture of publIc needs and the effectIveness of eXlstmg programs

5 4 2 There Is No System for Detenmmng the Level of Benefits to ProVIde to Low-Income
FamIlIes and IndIvlduals24

The deCISIOn as to how much aSSIstance to prOVIde needy famIlIes IS polItIcally more dIfficult to reach
than IS the deCISIOn about what benefIt levels to prOVIde those covered by SOCIal Insurance funds SOCIal
msurance funds must balance - wlthm the actuarIal and procedural rules and regulatIons establIshed m
the enablIng legIslatIOn creatmg the fund Thus, any deCISIon to prOVIde mcreased benefits must be
accompamed by a deCISIon to change the level or baSIS of contnbutlons There IS no such balancmg
mecharusm WIthIn sOCial asSIstance programs If those programs are funded from general budget revenues
(whIch most are) Whereas socIal msurance funds cover workmg people or people who have worked (the
retIred and the unemployed, for example), SOCIal aSSIstance programs are usually targeted to famIlIes or
households The determmatIOn of SOCial Insurance benefIts can usually be reduced to a faIrly SImple set
of rules

The level of benefIts for SOCIal aSSIstance programs, therefore, must be determmed as part of the state
budget process how much to prOVIde under the housmg SUbSIdy program, ChIld-care benefits, and other
targeted asSIstance programs must be governed by reasonable estImates of how much benefits are lIkely
to cost and what revenues wIll be avaIlable to pay for them ThIS reqUIres the development of expendIture
forecastmg models - based on forecasts of the numbers of beneficlanes and the average benefIts they
are lIkely to receIve under vanous polIcy scenanos Ukrame lacks any such modelIng capaCIty today 
although the SSRT has developed a model for predlctrng the budget costs of the housmg SUbSIdy program
To Improve the budget process, thIS model must be formally adopted by MmFm (as well as explamed
to the Budget COmmISSIOn of the Supreme Rada), and SImIlar models must be developed for other SOCIal
aSSIstance programs - as those programs are deSIgned

543 Fmanclal InformatIOn Is Not Accurate
Reportrng on the finanCIal costs of the housmg subSIdy program at present IS mcomplete 25 Monthly data
reqUIred by MmFm mcludes the actual transfers made by each local housmg subSIdy offIce not what they
should transfer and does not mclude future oblIgatIOns Monthly reports to GosKomStat mclude the value
of SubSIdIes granted to new applIcants dunng the month but, agam do not mclude total SubSIdIes due or
future oblIgations undertaken when SubSIdIes are granted

24 See Why Ukrame Does Not Know Who Is Poor op elt

25 See Policy Report No 22, The Numbers Game, PADCO SOCIal Sector Restructurmg Project, March 1997
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Although these data are m the process of bemg illlproved, the faIlure to lIst separately oblIgatIons as well
as cash flows IS part of a larger problem wIth fIscal reportmg In Ukrame

5 4 4 Management InformatIOn Is Absent

InfonnatlOn about the charactenstlcs of famIlIes partICIpatIng In socIal protectIOn programs IS also almost
wholly absent 26 Nevertheless, dunng the course of thIS proJect, systems have been desIgned and
developed that WIll allow accurate and detaIled reportIng at the natIonal and oblast levels based on
monthly reports from pIlot rawn offIces

The PADCO SOCIal Sector RestructurIng Project has developed and Implemented a system for reportmg
caseload data from a sample of local housmg SUbSIdy offIces ThIS database, whIch today Includes about
85,000 famIlIes (nearly 200,000 mdividuals) from 32 ralOns, IS the first of ItS type In UkraIne It Includes
detaIled InfOrmatIOn about each household reCeIVIng hOUSIng subSIdIes, mcludIng the ages and Income
sources of all household members, the costs of housmg and communal servIces, and charactenstIcs of
the family's home Partlclpatmg ralon housmg subSIdy offices report data monthly, and software has been
developed to automate the preparatIOn of StatIstIcal Bulletms

In Mlkolalv and L'VIV Oblasts, the SSRT has developed and tested a SImIlar automated system for pre
panng monthly reports at the oblast level based on the reqUIred monthly reports from ralon offices But
no other socIal protectIon program has developed eIther the software for managIng caseloads and auto
matIng reports or a system for the regular preparatIOn of detaIled reports The system of monthly
reportmg that IS reqUIred by GosKomStat and MInFIn IS not automated and presents only aggregated and
often Inaccurate data 27 Because of thIS, It IS not possIble to IdentIfy IndIvIduals or famIlIes that receIve
dIfferent types of SOCial protectIOn aSSIstance

5 4 5 There Are No Lmks between Means-Tested Programs and Other SOCial ProtectIOn
Programs

As part of the SOCIal protectIOn system, targeted programs need to be closely related to other SOCial
protectIon programs For example, In applymg for a subsIdy, applIcants must show theu Income from
other sources ThIS reqUIrement can be streamlIned for penSIOners and InvalIds If the hOUSIng subSIdy
offIces are lmked to other SOCIal protectIOn databases that show the caseload and the level of benefits
Slffillarly, employment centers should be lInked to housmg subSIdy offIces so that the employment status
of applIcants can be qUickly venfied Fmally, means-tested aSSIstance centers should be lInked to agenCIes
where the Income of applIcants can be venfled These agenCIes are the STA and local offIces of the
PenSIOn Fund of UkraIne

Durmg the penod of the proJect, the SSRT has illlplemented several pIlot projects to test means of lInkIng
dIfferent offIces In the SOCIal protectIOn system

1 SInce 1996 several hOUSIng subSIdy offices m the CIties of KyIV and L'VIV have been hnked to
pensIon offices of the MLSP These offices have established procedures for sendmg to all penSIOners
hvmg alone a notIficatIOn that, If they fill out a silllple fonn certIfymg that they have no other sources
of mcome, they WIll be automatically re-enrolled In several raIOns, the matchmg of pensIOner files
WIth housmg SUbSIdy databases (to IdentIfy non-enrolled smgle penSIOners) IS perfonned automatIcally
WIth software developed by the SSRT

26 See SectIon 8 of the Annotated BIblIography, Summary Report No 5 March 1998

27 The Numbers Game, op cll
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2 In Alchevsk, an automatIc system for matchmg the names of applIcants for SubsIdIes wIth three
separate databases mamtamed by the STA has been completed by the SSRT and IS used to IdentIfy
applIcants who may have faIled to declare certam mcome sources

3 In the CIty of KyIV, a new system for reportmg by enterpnses contnbutions to the pensIOn fund has
been successfully tested and could be used as the basIs for automatIcally venfymg the mcome
declared by workmg applIcants for SubsIdIes

These pIlot programs wIll be the basIs of mandatory natIOnWIde systems for all housmg SUbSIdy offices
when all offices are brought under dIrect subordmatIOn of the MLSP
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The PensIOn Reportmg PIlot Project completed by the SSRT IS the first small step m thIS reform Even
thIS step IS currently langUIshmg because of the unwIllIngness of the PensIOn Fund to begm

The GOU has already agreed to the creatIon of persomfied record-keepmg systems - and thIS has been
endorsed by the FederatIOn of Trade Umons The GOU lacks, however, the technIcal and fmancial
capaCIty to complete thIS program

The creation of a centralIzed record-keepmg system for all workmg and retired UkramIans, analogous
to the SOCial Secunty record-keepmg system m the Umted States, IS a huge task It mvolves the creatIOn
of SOphIstIcated database software as well as the computenzatIon of the PenSIOn Fund and the payroll
records of enterpnses Perhaps most complex of all, It reqUIres retraImng of thousands of PenSIOn Fund
local office staff, retrammg accountants m enterpnses (as well as pnvate accountants who serve small
enterpnses), the creatIon of MIS staff m oblast PensIOn Departments, and developmg a sophIsticated MIS
department m the PenSIOn Fund Itself

6 2 TWO-STAGE PROGRAM FOR IMPLEMENTING STATE PENSION REFORM

The two-stage process of pensIOn reform mvolves first creatmg the Information management mfrastructure
that WIll be needed, whatever the final form of the state and non-state penSIOn systems that are adopted
by the GOU Ukrame needs "persomfied" penSIOn accounts, mamtamed by the PensIOn Fund of Ukrame
and based on quarterly (perhaps eventually monthly) reports submItted by all enterpnses and self
employed people m Ukrame ThIS reportmg and database system IS descnbed m greater detaIl m the
attachment to thIS report

Page 37Future Dlrectwns for Soczal Protectwn Polu) m Ukrame

Based on the expenence WIth pensIOn reform durmg the project, the SSRT recommends a change m the
approach to pensIon reform Instead of attemptmg a comprehensIve penSIOn reform program m WhICh the
GOU IS asked to agree to all major elements of a penSIOn reform strategy at one time, the SSRT recom
mends considenng a two-stage approach

1 In the first stage, the GOU would agree to restructure ItS record-keepmg and admmistratIve systems
for the state penSIOn system m exchange for receIvmg a smaller credIt - the PensIOn Fund has
mdicated that US$25 mIllIon would be suffiCIent to computenze the system and restructure the
benefIts calculatIOn and dIstnbutIOn system

2 In the second stage (after a year of successful ImplementatIOn of the first stage), the GOU would
agree to restructure the financmg (placmg a fractIOn of the plan on a fully funded baSIS), mtroduce
supplementary pnvate pensIOn systems, and mcrease the pensIOn age, m return for receIvmg a much
larger credIt that could be used to mltlate the fully funded program, payoff arrears, and finance other
large-scale pensIOn reforms (Other elements of pensIOn reform mIght mclude agreements between
the PensIOn Fund and the STA on shared procedures for record keepmg, collectIOns, and audItmg )

6 RECOMMENDATIONS FOR TECHNICAL SUPPORT FOR PENSION REFORM IN

UKRAINE
61 OVERVIEW

Reform of the pensIOn system must remam a top pnonty for the GOU as well as for mternatIOnal donors,
despIte the mtense polItIcal OpposItIon and the InstitutIOnal reSIstance withm the PensIOn Fund The SIze
of pensIOn expendItures and pensIOn arrears, theIr Importance to the socIal well-bemg of mIllIons of
Ukramians, the poor fiscal prospects for the penSIOn fund, and the very real opportumties for
Improvement dIctate contmued emphaSIS on pensIOn reform
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unplementatlOn of revIsed reportmg procedures and Its mSIstence that It reqUIres no outsIde assIstance m
completmg the automatIOn of a persomfied accountmg system

The development of the persomfied record-keepmg system WIll reqUIre consIderable mvestments m com
puter eqUIpment and software development A mamframe computer WIll be needed for the PenSIon Fund
operatIons m KyIV to mamtam the complete database of all Ukramian people - based on the TINs and
whatever ID number IS assIgned by the PensIOn Fund ThIS database would be updated - perhaps
quarterly - based on data provIded from oblast PensIon Fund centers

Creatmg a persomfied record-keepmg system offers the GOU several ObVIOUS and ImmedIate benefits

• It WIll help unprove the rate of collectIon of contrIbutIOns to the PenSIOn Fund by discouragmg enter
prIses from mamtammg workbooks of unpaId "employees"

• It IS the foundatIon of a system of accurately and effICIently lInkmg pensIOn benefIts to past work
experIence and contrIbutIons to the penSIOn fund

• It creates the core database needed to lInk all SOCIal asSIstance and socIal Insurance programs

• It allows the eventual elImmatIOn of workbooks and hence an Improvement m labor mobIlIty

• It WIll allow the reductIon of admimstrative costs m collectmg contrIbutIOns and distrIbutmg pensIOn
benefIts

• It WIll serve as a basIS of analYSIS that wIll allow the GOU to understand optIons for pensIOn reform

• It provIdes the foundatIOn for an effectIve system of regulatIOn of prIvate pensIOn funds created by
mdividual enterpnses or by mdividual financIal InstItutIOns

• It allows the effiCIent audItmg of the mcome of applIcants for means-tested SOCIal aSSIstance benefits

• It allows the GOU to demonstrate ItS commItment and capaCIty for pensIOn reform before the
enactment of controversIal PenSIon Reform legIslatIOn

Treatmg the creatIOn of the persomfied record-keepIng system as the first step to pensIOn reform offers
mternatIOnal donors several advantages

• It allows the reopenmg of dISCUssIOns for mternational support of penSIon reform WIthout ImmedIately
reopenmg the Issue of raIsmg the penSIOn age or fundmg the system

• It IS lIkely that a small credIt - of the magmtude outlmed above - would receIve qUIck approval
from the Supreme Rada even m the absence of the enactment of other penSIOn legIslatIon because of
the broad polItIcal support already buIlt for the proposal However, It would not be approved untIl
the draft law on persomfied pensIOn reportmg had been passed

• It WIll be a major step toward the creatIon of the capaCIty for the GOU to understand and analyze
penSIOn reform optIons

NegOtiatIons on the second phase could only begIn when the GOU has met certam targets toward the
ImplementatIon of the first phase

6 3 OTHER RECOMMENDATIONS FOR THE SUPPORT OF PENSION REFORM

The development of persomfied reportmg systems and the natIOnWIde upgrade In computenzatIOn may
be the first pnorIty at whIch to target technIcal aSSIstance But It should not be the only Issue There are
several other Important areas where technIcal aSSIstance could encourage the GOU to move toward
pensIOn reform more rapIdly and would strengthen the capaCIty of the GOU to undertake those reforms
The SSRT recommends techmcal support m the followmg areas
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6 3 1 Developmg an actuanal pensIOn model that predIcts revenues and expendItures and can
be used to snnulate the nnpacts of alternatIve POlICIes

There are several models that have already been developed to analyze pensiOn Issues m Ukrame 
mcludmg a model developed by the World Bank, models developed by TACIS m collaboratiOn wIth the
MLSP, and prelImmary demographIC models prepared by PADCO The MLSP needs to develop Its own
model m WhICh It can feel pnde of ownershIp and WhICh It can use m debatmg OptIons for penSiOn
reform ThIS should use relevant pIeces of models that already eXIst and should be developed on
computers wIthm the MLSP

6 3 2 Strengthemng the capaCIty of umversItIes and other nongovernmental agenCIes to
undertake research on pensIOn ISSUes

PensiOn reform WIll be a long, drawn-out affair that WIll reqUIre the development of a competent and
expenenced research commumty - both wlthm the GOD and wlthm umversItIes and research centers
To develop thIs capaCIty reqUIres the dlstnbutiOn of machme-readable databases, the creatiOn of a lIbrary
- m hard copy and electromcally - of reports and studIes from other countnes, as well as extenSIve
trammg of potentIal research personnel

6 3 3 Streambnmg the system for dIstnbutmg pensIOn benefits

The use of Aval Bank, the postal system, and other eXIstmg mstitutIons has created an mefficient system
for the dIstnbution of pensIOn benefits - bank transfers, for example, take three or four days longer than
the delIvery of pensIOn benefits through the postal system The overall admInIstratIve costs of the system
amount to more than 7 %

There are more modem systems, mcludmg smart cards and electromc benefits transfers, that could reduce
the admImstratIve costs, mcrease the speed of delIvery, and Improve servIces These should be tested m
pIlot SItes In Ukrame

6 3 4 ImtIatmg a system relatIng pensIOn benefits to past contnbutIons to the PensIOn Fund

There IS WIdespread dIscontent WIth the "levelmg" of pensIOn benefIts As systems to mcrease the rate
of collectIOns (see SectiOn 6 1 above) are Implemented, It may be pOSSIble to begm to remtroduce a
graduated system of benefIts based on past contnbutiOns to the Fund ThIS would have the effect of
encouragmg workers to ensure that the contnbutiOns made on theIr behalf by employers are fully and
accurately recorded

6 3 5 Introducmg pensIOn supplements to pensIOners bvmg m low-mcome famIlIes

Although the Supreme Rada has mandated raIsmg the mimmum penSiOn to a level equal to the poverty
level, the GOU lacks the funds to Implement thIS A temporary program of provldmg pensiOn
supplements to those pensIOners IIvmg m famIlIes WIth very low per capIta mcomes has been consIdered
by the MLSP as a means of dealmg WIth the problems confrontmg the poorest pensIOners ThIS approach
should be pIlot tested under the new recommendatIon Issued by the MLSP that permIts oblasts to proVIde
targeted aSSIstance to low-mcome famIlIes

6 3 6 Supportmg the desIgn and ImplementatIOn of laws and regulatIOns govermng pnvate
pensIOn funds

A draft law on pnvate pensIOn funds has already been prepared for the Cabmet of Mmisters and a paper
descnbmg OptIons for the regulatIon of prIvate funds IS bemg completed and WIll be presented to the
MLSP and the PensIOn Fund of Ukrame In VIew of the potentIal unportance of pnvate penSIOn funds
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as sources of mvestment capItal and of the eXlstmg commItment to encourage pnvate pensIOn funds as
supplements to state pensIOns, contmued advIce and support m thIS area IS lffiportant

7 RECOMMENDATIONS FOR TECHNICAL SUPPORT FOR DEVELOPMENT OF

SOCIAL ASSISTANCE PROGRAMS

7 1 INTRODUCTION

Although targeted SOCIal asSIstance IS new to Ukrame, rapId progress has been made toward Implementmg
an effective system Support for the contmued expanSIOn of these efforts IS VItal If Ukrame IS to acqUIre
the skIlls and the phYSICal mfrastructure necessary to support a stable and responsIve system In addItIOn,
support for several new actiVIties IS needed to fill some of the major gaps m the present system

Overall, Ukrame should move toward some type of system that prOVIdes a guaranteed mmlmum mcome
to households - based on a better system for measunng the poverty leveF8 and Improved procedures for
targetmg asSIstance However, such a system IS beyond the fIscal capaCIty of the government at thIS tIme
and has not been senously consIdered by Ukralman pohcy makers It seems hkely that such a system w1l1
emerge pIecemeal - as dIfferent types of targeted asSIstance programs are developed and more IS learned
about the number of famlhes or mdlvlduals who may use them Therefore, the followmg subsectIOns
dISCUSS the next steps that may, eventually, lead to a sImphfied and umfied targeted aSSIstance system

72 SHORT-TERM RECOMMENDATIONS FOR SUPPORT FOR SOCIAL AsSISTANCE RESTRUCTURING

In the short term, the lffiplementatIOn of several new programs and procedures for the housmg subSIdy
program and SOCial protection momtonng should be completed ThIS w1l1 reqUIre support for the
followmg actIVItieS

7 2 1 ImplementatIOn of the natIonWIde audIt program for housmg subSIdIes reqmred under
Decree 1050

Audltmg IS VItal for the sustamed development of targeted aSSIstance programs The Cabmet of Mlmsters
has reqUIred the adoptIOn of a natIOnWIde program of audltmg based on the successful pIlot audit
conducted m December 1996 NatIonWIde ImplementatIOn w111 reqUIre the dlstnbutlon of caseload
matchmg software developed by the SSRT, extenSIve trammg of all accountants workmg m enterpnses
and the staff of local housmg subSIdy offices, and the preparatIOn of new tralmng matenals and new
educatIOnal matenals to be used m educatmg accountants

722 Transfer of responsibilIty for compIlmg data for and prepanng StatIstIcal BulletlllS to
Momtonng Centers

The delay m staffing and eqUIppmg momtormg centers has delayed the transfer of data collectIOn and
report preparatIOn technology from the SSRT to the Momtonng Centers The staff IS m place and
faclhtles are nearmg completIon Therefore, a top pnonty must be to transfer technology and tram staff

7 2 3 Strengthemng of the analytic capacity of Momtonng Centers and research InstItutes

The evolutIon of SOCIal asSIStance programs wlll take many years to complete - and even when all baSIC
mstitutIOns are m place, there WIll be a contmual tenSIOn between what IS fiscally feaSIble and what IS
considered economIcally fair for low-mcome famlhes m Ukrame ThIS must be based on the development

28 RecommendatIons for Improvmg poverty level measurement are discussed m Why Ukrame Does Not Know Who
Is Poor," Summary Report No 2, March 1998
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of a competent and expenenced research commumty - both withm the GOU and withm umversitIes and
research centers To develop thIS capacIty reqmres the dIstnbutIOn of machme-readable databases, the
creatIOn of a lIbrary of reports and studIes from other countnes, and extensIve trammg of potentIal
research personnel

LONG-TERM RECOMMENDATIONS FOR SUPPORT FOR SOCIAL ASSISTANCE RESTRUCTURING

DesIgn and mtplementatIOn of caseload reportIng systems for other sOCIal protectIOn
programs based on the model establIshed for the hOUSIng SUbSIdy program

Momtonng and analySIS of SOCIal protectIon Issues reqmres rehable and tImely data The pIlot program
under WhICh a sample of rawn housmg SUbSIdy offices share theIr caseload data WIth the Momtonng
Centers and the mformatIOn used to prepare StatIstIcal BulletIns must be extended to other SOCIal
proteCtIon programs The process has already begun wIth the development of caseload management
software and data entry for chIld-care aSSIstance reCIpIents m pIlot rawns m Mikoiaiv ThIS system must
be adopted natIOnWIde and comparable systems developed for mvahds, ChernobyltsI, and penSIOners

7 3 2 Support for the reform of methodolOgIes and procedures for estmtatIng the poverty
level

UntIl recently, there was httle commItment by several of the agenCIes that partICIpate m the current
process of determmmg the poverty level to reform the methodology or the procedures The SSRT has
prepared an analYSIS of the problems of the present method and, WIth the merger of the Mmistry of Labor
and the Mmistry of SOCial ProtectIOn, there IS now some mterest m developmg a better system The
development of a new system reqmres the followmg steps

1 Improvement of the monthly survey of household mcome and expendItures,

2 hnkmg populatIon surveys of mcome and expendIture WIth caseload data reported m StatIstIcal
BulletIns,

3 deSIgn of a new method that allows for regIOnal vanatIOns and for urban and rural dIfferences,

4 empmcal testmg of the Imphcations of alternatIve poverty level methods because the poverty level
IS tIed to key economIC factors, such as the mimmum penSIOn and the mmimum wage,

5 creatIOn of necessary software and databases for the measurement of the poverty level, and

6 trammg of staff m statIstIcal measures of the poverty level

7 3 3 Strengthemng of publIc management systems and skIlls for SOCIal protectIon programs

As the Importance of targetmg asSIstance programs expands and as audItmg and other overSIght actIVItIes
expand, It wIll become mcreasmgly Important to ensure that pubhc admmistration of publIc aSSIstance
programs IS Improved At present, the level of staffing and overSIght of SOCIal protectIon programs IS
wholly madequate for the large SIze of the programs WIthout stronger management systems and better
trammg of admlllistrators, the programs wIll be unable to serve the publIc - discredItmg overall reform
efforts and leadmg to WIdespread fraud and mefficiency Therefore, It IS Important to prOVIde support to
the GOD to strengthen management systems and SkIlls The SSRT has already developed reportmg
systems at the natIOnal and oblast level for the housmg SUbSIdy program and demonstrated theIr VIabIlIty
m pIlot programs m L'VIV and Mikoiaiv Further support should mclude

1 aSSIstance m Implementmg housmg SUbSIdy management reportmg systems natIonWIde,

2 development of reportmg systems for other SOCIal protectIOn programs modeled on those developed
for the housmg SUbSIdy program,

3 development of an ombudsman program to ensure that publIc complamts have an adequate hearmg,
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4 development of comprehensIve electronIc lIbranes of all normatIve acts related to the admInIstratIon
of socIal protectIOn programs modeled on the lIbrary already prepared for the hOUSIng subSIdy and
ChIld-care assIstance programs to ensure that all local office and oblast staff have tImely and easy
access to the latest normatIve acts related to program admInIstratIOn,

5 ImplementatIon of a faIr system of sanctIOns and penaltIes for fraud and abuse by the publIc and by
offIce staff wIthIn the SOCIal protectIOn system, and

6 trammg of oblast and MInIstry staff m management technIques

8 RECOMMENDATIONS FOR TRAINING COMPONENTS FOR FuTuRE SOCIAL

SECTOR RESTRUCTURING

8 1 INTRODUCTION

The SOCIal sector In UkraIne IS undergOIng rapId transItIon - backed by technIcal assIstance from USAID
and other InternatIOnal donors These changes reflect not only changes m polIcy but also the adoptIOn of
new procedures and technIques ThIs WIll reqUIre WIdespread educatIon and traInIng of offiCials and staff
Involved ThIS subsectIon descnbes the polIcy and technIcal educatIOn and traInIng programs needed to
support the evolutIon of an effectIve and effiCIent SOCIal sector In UkraIne Three types of educatIOn and
trammg programs are proposed and are descnbed In turn In the follOWIng subsectIons

• observatIOnal tours for polIcy makers to the U S and Europe,

• In-country speCIal educatIOn and traInIng programs, and

• ongoIng traInIng programs

82 OBSERVATIONAL TOURS FOR POLICY MAKERS TO THE UNITED STATES

The follOWIng tables proVIde short summanes of observatIOnal tours for small groups of polIcy makers
from the Supreme Rada, the CabInet of MInIsters, and regIOnal governments that are focused on speCIfIC
Important areas of SOCIal protection polIcy All tours would be for between 10 days and two weeks and
would Involve 10-15 partICIpants from the GOU, accompanIed by two Interpreters and two staff from the
USAID SOCIal sector restructunng contractor
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TOPIC OF OBSERVATIONAL ToUR

1 Auwtmg and Evaluation Pohcy
(I'o learn how SOCial sector programs
are audited how financial and
caseload records are maintained and
how programs are evaluated for
effectiveness and efficiency both
within the government and b)
research centers)

2 Alternative Models for Benefits
Dehvery
(Review of systems for delivering
benefits including smart cards credit
transfers and other systems to reduce
adnunzstrative costs improve quality
ofservices and Increase accuracy
Financial record keeping and
customer service issues etc)

3 Management information
Systems for Social Protection
(I'o learn how large scale SOCial
protectIOn databases are constructed
and managed data transfer
procedures maintenance of
confidentlallt) data security and
bad. up procedures protocols for
Interagency data sharing)

4 Settmg and Regulatmg PriCes for
Utilities
(Systems for setting prices for
utilities accounting auditing publiC
hearings eVidence media relatIOns)

PARTICIPANTS

2 semor staff from Momtonng Centers
3 semor officials from MLSP
I semor offiCial from PensIOn Fund
2 semor officials from MmEcon
2 oblast depamnent heads
1 from Cabmet depamnent
1 semor official from Tax
AdmmlStration
1 deputy from Supreme Rada

5 staff from MLSP
3 oblast depamnent heads
1 semor offiCial from MmFm
2 semor offiCials from PensIOn Fund
2 depUties from Supreme Rada

4 deputy mmIsters from MLSP
2 deputy mmIsters from MmFm
2 deputy numsters from MmEcon
4 staff from MLSP PensIOn Fund and

Oblast computer centers
2 staff from Momtonng Centers

4 semor staff from SCACH
2 staff from MmEcon
2 fromMmFm
4 from oblasts and cIties

(SITE OF TOUR)

ACTIVITIES INCLUDED IN TOUR

(One week Washington DC one week In state
capital)

• ExplanatIOn of audit and evaluation laws (federal
and state) for SOCial protection programs

• GAO CBO OMB

• Meetings With Inspector General staff m DC and m
state capital

• CongressIOnal and state government budget and
overSight committees

• Site VISitS to local SOCial protection offices to
review reporting systems

• VISit to Office of Policy Evaluation and Evaluation
m HHS and m state depamnent

• VISit With mdependent research thmk tank

• VISit to MIS systems centers

• VISit pnvate finn With auditing contract for
government agency

(10 days m U S or Europe to review m detail
alternative systems of benefit delivery customer
service and record keepmg)

(One week In Washington DC and addltlonal week
Site ViSiting With government data centers and With
private database development and management
companzes)

• HHS IRS SSA data center

• Explanation of legal framework for SOCial
protection database deSign

• Government database deSign offices

• State SOCial protection data center

• Pnvate database deSign and management
compames mvolved m large scale SOCial protectIOn
programs

• State local reportIng systems

• Customer mterface

(One week In classroom center and one week vIsiting
state PubliC Service ComnusslOns)

• Law on utilIty rate setting and regulation

• Structure of regulatory agencies

• Accounting pnnclples for utilities

• PublIc heanngs process

• Data and eVidence mamtamed by public agencies

• Public access to mfonnatlon

• Staff tranung
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8 3 IN-COUNTRY SPECIAL EDUCATION AND 'fRAINING PROGRAMS

The followmg tables provIde short summarIes of m-country trammg programs for groups of about 25 staff
from GOD agencIes and regIOnal governments that are focused on Important areas of SOCIal protectIOn
polIcy

All semmars would be for between 10 days and two weeks and would be modeled on the StatIstIcs
Semmar presented by PADCO wIth fundmg from AED m October 1997

TOPIC OF SEl\fiNAR PARTICIPANTS TOPICS COVERED IN SEl\fiNAR

1 Social ProtectIon Program 25 staff from Momtormg Centers CabMm • Caseload modelmg and forecastIng
Budgetmg MLSP MmEcon and MmFm Perhaps key • Budget forecastmg
(To learn to prepare caseload staff from Supreme Rada Committees

• Fiscal accountmg systemsmodels budget forecasts
obligatIOns and outlays fiscal • Audltmg
record keeping and other Issues • Evaluation
related to budget preparatIOn and
accounting)

2 Pohcy EvaluatIon 25 staff from MLSP Momtormg Centers • Audlttng and evaluation techmques
(Learn how to evaluate the acadenuc Institutions CabMIn MmFm key • Cost benefit analySIS
effectIveness and effiCIency of oblasts
government programs) • Site assessments

• Caseload samplmg

• Report preparation

3 SOCial ProtectIon Office 25 staff from MLSP oblast departments • Caseload management
AutomatIon and local offices and faculty from SOCial • Interaction With other databases
(Programmzng and management work departments at KYlv Mohna Academy

• Computer commumcatlons and record transferstechnzques for reducing
adrmnzstratlve costs and • Automation of office operations
Improving servIces)

• Trammg and personnel management

4 AudItmg Procedures 25 staff from MLSP oblast departments • Laws on audltmg
(Procedures for audIting and local offices and MmEcon • Laws and normative acts on tax data and pensIOn
applicants for targeted assIstance reportmg
programs sanctIons auditing
correctness of tarzffs auditing • Pnvacy and confidentiality

Intergovernmental flows • Database management for audltmg
malntaznzng records)

5 Poverty Level Measurement 6 staff from MLSP • Alternative techmques m Eastern and Western
(Technzques and systems for 4 staff from Momtonng Centers Europe
measuring the poverty level) 2 staff from MImstry of Health • Survey methodology

2 staff from MmFm
• Fiscal modeling

6 Utility Rate Settmg and 25 staff from SCACH City and oblast • Accountmg
RegulatIon departments and MmEcon • Conductmg public heanngs
(Systems for setting przces for
utilitIes accountmg audltmg • Rate settIng

publiC hearings eVidence media • Sanctions
relatIOns)

• Media relations

8 4 ONGOING EDUCATION AND TRAINING PROGRAMS

The mamtenance and evolutIon of effectIve systems of SOCIal msurance and SOCIal aSSIstance - embodymg
modern mformatIon management systems - reqUIres hIghly skIlled staff The MLSP now prOVIdes
regular mtensive traImng for local and oblast staff for the housmg SUbSIdy program About 1,000 local
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staff have been tramed durmg the past eIght months usmg trammg matenal developed by the SSRT and
SSRT members

But although progress has been made m trammg wIthm the housmg SUbSIdy program, as part of the
SSRT's ongomg SOCIal sector restructurmg program, comparable skIlls have not been developed for other
SOCIal protectIOn programs

Therefore, support to develop trammg as a regular actIVIty for all levels of SOCIal protectIOn staff must
be contmued and expanded ThIS support for trammg should mclude the followmg elements

1 development of office procedures manuals for all SOCIal protectIon programs modeled on the manual
that IS bemg completed for the housmg subSIdy program,

2 trammg of tramers wIthm the MLSP and m every oblast so that the trammg responsIbIlItIes can be
devolved onto MLSP and oblast staff,

3 creatIOn of adequate trammg faCIlItIes m KyIV and m oblast centers eqUIpped WIth computers,
automatIc trammg programs on computer, and hard copy trammg matenals,

4 development of SOCIal protectIon polIcy and admIrustratIon courses at uruversItIes and mstItutes, and

5 development of certIficatIOn procedures related to pay levels and promotIons to encourage trammg
partICIpatIon
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ATTACHMENT:
PERSONIFIED REpORTING AND PERSONIFIED DATABASE SYSTEMS
FOR SOCIAL PROTECTION: FRAMEWORK FOR IMPLEMENTATION

1 WHY CREATE PERSONIFIED REpORTING AND PERSONIFIED DATABASES

1 1 INTRODUCTION

ThIS report descnbes the steps needed to create systems for reportmg mformatlon on employee wages,
work experIence, contrIbutIOns to the penSIOn fund, and other mformatIon needed to admmlster tax and
Insurance fund operatIons It also deSCrIbes the persomfied databases that should be created wlthm the
penSIOn fund and STA to better manage SOCIal protectIOn programs

1 2 PROBLEMS WITH THE PRESENT REpORTING SYSTEM

At present, enterprIses (and self-employed mdlVlduals) must submIt separate reports to the PensIOn Fund,
the STA, the SOCIal Insurance and Employment Funds, and several other government agenCIes Much of
the mformatlon reqUIred by each agency overlaps, creatmg a wasteful and cumbersome system The
system IS not automated - reqUirmg tIme-consummg data entry and re-entry In addItIon, enterpnses do
not report to the PensIOn Fund eIther the wages paId or the contnbutIOns paId on behalf of each mdlvldual
employee ThIS reqUIres people to mamtam records of theIr work hIStOry In workbooks - WhICh IS a
barner to labor mobIlIty as well as a process that allows the perpetuatIon of the gray economy I

The PensIOn Fund of Ukrame has begun to reform the system of reportmg It IS developmg a system for
enterpnses to report on wages and work hIstory of each mdlvldual employee 2 These reports would be
submItted to the PensIOn Fund by enterpnses each quarter In addItIOn to provldmg the PensIOn Fund WIth
an automated source of InformatIon on the current status of enterpnse payments to the Fund, persomfied
reportmg WIll be the foundatIOn of the large-scale database that records the work hIStOry (wages earned,
contnbutIOns to the pensIOn fund, and other mformatIOn) of all Ukralmans ThIS database would be used
to determme who IS elIgIble for pensIOns and the amount of penSIOn benefit for WhICh the mdlvldual IS
elIgIble Smce pensIOn benefits depend on pay and servIce, the database must mamtam suffiCIent mforma
tIOn to accurately determme both of these factors

ThIs persomfled reportmg system IS part of the SOCial protectIOn work plan agreed to by the Cabmet of
Mlll1sters and the Trade Umons of Ukrame It has also been endorsed by the PenSIOn Fund and the MLSP
and has been supported by mternatIOnal donors

13 THE DIFFERENCE BETWEEN PERSONIFIED REpORTING AND PERSONIFIED DATABASES

Although there IS WIdespread agreement on persomfied reportmg, there has been no polIcy developed on
whIch databases are to be mamtamed by dIfferent government agenCIes In Implementmg the system of
persomfied reportmg and record keepmg, It IS Important to dIstmgUlsh between the reportmg system -

I Because mdlvlduals workmg m the gray economy can leave their workbooks With a former employer and still be
registered as employed and accumulate work expenence toward pensIOn elIgibility they have lIttle mcentlve to push
employers mto the formal economy and the STA has less power to audit actual mcomes

2 A pilot program conducted by the PensIOn Fund m collaboration With USAID/PADCO, has demonstrated the software
that can be used by enterprIses With computerIzed payroll mformatlon A non-automated versIOn of the new report form
could be used by enterprIses that are not computerIzed
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the system through WhICh enterprISes, mdlvldual people, and entrepreneurs provIde mformatIOn to the
GOU each quarter (or each year), and the record-keepmg system - the databases that are mamtamed by
dIfferent government entItles to allow the entItIes to admIruster theIr programs For the system to functIon
effectIvely, the system must make It easy for users to submIt reqUIred data, there must be effectIve checks
on the accuracy of the submItted data to elImmate errors, and the record-keepmg system must properly
mamtam the data

The reportmg system should be as slll1ple as pOSSIble - there are very good reasons for developmg a sys
tem that reqUIres enterpnses to submIt only one report to the Government concerrung theIr payments of
taxes and contnbutIons to SOCIal funds on behalf of theIr employees Much of the mformatIon needed by
government agenCIes concerrung the mcomes and work expenence of mdlvlduals overlaps the name and
address and place of work as well as the wages earned by each mdlVldual are reqUIred by several govern
ment entItIes But each of the government entItles that uses these reports - mcludIng the STA, the
PensIOn Fund of Ukrame, the SOCIal Insurance Fund, the Employment Fund, the MLSP, the MInIstry of
JustIce, and the Chernobyl Fund - WIll need to mamtaIn dIfferent databases that Include dIfferent data
and are mamtaIned for dIfferent tIme penods A SIngle, persorufied reportIng system, therefore, WIll be
used to prOVIde InfOrmatIOn for many dIfferent databases

The STA, for example, may reqUIre records that show only the total payments made to each employee
each year by an enterpnse It may need to maIntaIn thIS mformatIon for only 5 or 10 years (there IS no
perIod speCIfIed under current tax law) 3 The PenSIOn Fund, on the other hand, wIll need to maIntaIn
records of all Ukra1lllans throughout theIr workIng lIves It not only WIll need InfOrmatIon on how much
the mdlVldual earned and the contnbutIons made to the PensIOn Fund on hIS or her behalf, but also WIll
need to know months spent on matermty leave and other penods that may count toward establIshIng a
work hIstory that IS taken mto consIderatIon when determirung penSIOn elIgIbIlIty It WIll need to maIntaIn
these records throughout the entIre workmg lIfe of the IndIVIdual - and, If certaIn penSIOn pnvIleges are
passed on to surVIvors, records may need to be mamtaIned for several years after the death of an
mdlVldual 4 The Employment Fund may be concerned only WIth wages and months of employment of an
IndIVIdual for the precedmg 12 months or 24 months to determIne that he or she IS elIgIble for
unemployment benefIts In the event they lose theIr Jobs

The largest database reqUIrements wIll undoubtedly be those of the PenSIOn Fund because of the tIme
honzon It must adopt, because of the amount of wage and contnbutIOn InformatIon It must assemble, and
because of the amount of InfOrmatIOn about non-workIng hIstory concermng each IndIVIdual It must
retam The PensIOn Fund database must be adequate, m the long run, to store InformatIon currently kept
In workbooks, to prOVIde the baSIS for maIntamIng mdlvldual, funded accounts, to proVIde data that
allows for the regulatIOn of supplementary prIvate penSIOn funds, and for several other purposes

Expenence mother countnes, mcludmg Kazakstan has shown that the compleXIty of collectmg needed
data should not be underestlll1ated eIther Employers and entrepreneurs must understand how the reqUIred
data IS to be submItted There must be clear mstructIOns about the format and method of orgamzmg the

3 In the Umted States there IS a statute of lImItatIons that prevents the government from prosecutIng IndIViduals for
problems WIth their tax statements that are more than seven years old ThIS reduces the volume of data that must be
preserved by the U S tax admInIstratIOn

4 Today, by law, the PensIOn Fund must mamtam records for 75 years after the death of an mdlvIdual
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data The software used must make the data submIssIon process as easy as possIble, and the system must
have effectIve means of IdentIfymg data errors before the data IS submItted to the central system

1 4 OUTLINE OF TIns REpORT

Tms report descnbes how a umfIed system for reportmg by legal and physIcal entItles could be created
m Ukrame The reportmg system could be managed by one of several dIfferent government agenCIes 
the PensIOn Fund, the STA, or even the newly created Treasury It also outlInes how thIS smgle reportmg
system would provIde the mformatIOn - m an automated fasmon - to each government agency that must
mamtam ItS own database

ThIS structure would reflect prevaIlmg practIce m several Western countnes, mcludmg the Umted States,
where the Internal Revenue SerVIce collects all reports and revenues, but where the SOCIal Secunty
Adm1ll1stratlon mamtaIns a separate - and the largest - database m the U S Government The followmg
sectIOn proVIdes an overvIew of the reportmg and database systems, the subsequent sectIOn descnbes how
the creatIOn of the PensIOn Fund's new database could be fmanced through a credIt from the World Bank

2 OVERVIEW OF PROPOSED UNIFIED REpORTING SYSTEM

2 1 INTRODUCTION

All government agenCIes concerned WIth SOCIal protectIOn need databases to operate then programs These
databases are usually based on regular reports prOVIded by employers - pnvate and state enterpnses 
as well as by mdlvlduals who are self-employed These databases are needed to ensure that legal and
phySIcal entItIes make appropnate payments - for themselves and on behalf of others If reqUIred They
are also reqUIred to determme elIgIbIlIty of mdlvlduals for SOCial protectIOn benefits

For example, to determme whether an mdlvldualls elIgIble for a penSIOn and the level of that pensIOn
benefit, the PensIOn Fund of Ukrame needs mformatIon about past wages, contnbutIOns, and work hIstory
of the mdlvldual The STA needs mformatIon on wages paId to mdlvlduals to determme whether they
have paId theIr appropnate amount of mcome taxes (and they also need thIS mformatIOn m determlmng
whether the enterpnse the mdlVldual works for has paId the appropnate corporate mcome tax payments)
The Employment Fund needs mformatlon about an mdlvldual's work hIstory when decldmg If that person
IS elIgIble for unemployment benefits Staff m housmg subSIdy offices need mformatIon about a
household's mcome and monthly payments for housmg and communal serVIces to determme whether the
household IS elIgIble for a subSIdy and to calculate the amount of the subSIdy

NeIther legal nor phySIcal entItles enJoy prepanng reports, and a great deal of staff tIme m government
agenCIes IS spent processmg the mformatIon contamed on reports The more reports that have to be pre
pared and the less automated the reportmg process, the more tIme IS wasted, the more lIkely It IS that
errors enter mto data, and the greater the level of effort that must be made by both the entIty reportmg
and the agency that has to receIve and process the reports Today, m Ukrame, enterpnses and phySIcal
entItles must complete many dIfferent reports to meet the reqUIrements of the government - the same
mformatIOn on employee mcome, for example, must be submItted to the PenSIOn Fund, the STA, and
mdividual employees who are applymg for housmg SubSIdIes It IS, of course, not pOSSIble to reqUIre a
smgle report, but It IS pOSSIble to reduce the volume of mformatIOn that legal and phySIcal entItIes must
prOVIde That IS the purpose of the proposals m thIS sectIOn

WhIle not dIscussed m detaIl m thIS report, It IS also cntical to have a fully automated database of
pensIOners ThIS should be accompamed by the development of standard reports and a query capabIlIty
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so that needed mformatIon can be qUIckly extracted from the system ThIS database must be updated
automatIcally to account for new retIrements, deaths, pensIOn mdexmg, and other changes

2 2 DIAGRAM OF THE PROPOSED REpORTING SYSTEM

FIgure 2 I, on the follOWIng page, shows the proposed reportIng system All legal entItles and certaIn
classes of physIcal entItles (people regIstered as entrepreneurs) would be reqUIred to submIt a SIngle report
to an "InformatIon ProcessIng Center" ThIS report would be deSIgned to provIde mformatlon on the
mcome of mdlvldual phYSICal entItles - necessary to estImate the personal Income taxes they should pay
and the contnbutIons that should be paId to the PensIOn Fund and also necessary to determme theIr
elIgIbIlIty for unemployment msurance payments and for socIal aSSIstance programs based on mcome and
for any other socIal mSurance and socIal protectIon purposes
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FIgure 21 Proposed Reportmg and Database System for the
SOCIal ProtectIOn and Tax System m Ukrame

Legal Entltes Enterprises budget organizations Physical Entities Registered as self-employed
entrepreneurs

Single, regular, quarterly report including all
information required by government agencies

related to Income and employment

Quarterly Updates to "customer" agencies
distributed automatically from information center

In format required by each agency databases

Other AgenCies
(MInistry of Justice

Nabonal Bank Customs
etc)

Data reqUired by individual
agencies (report of loss of
Job to Employment Office
Census forms to Statistics

Department etc

State
Committee for

StatiStics

Employment
Fund and SOCial
Insurance Fund

Information Processing
Center

State Tax
Administration

Ministry of
Labor and

SOCial Policy

Pension
Fund of
Ukraine

Data required by Individual
agencies (Imports and exports,

workplace safety reports
workplace census, licenSing Job

vacanCIes etc)

-

I
I
I
I

I

Each "customer" agency maintains ItS own database on ItS own computer system based on data submitted
from the single "Information processing center" Each agency distributes information from Its centralized
database to ItS own oblast and local offices according to each agency's procedures and uSing whatever

communications system each agency has developed for the purpose

I
I
I
I
I
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Most legal entItles would provIde the report In machIne-readable form - especIally those wIth a large
number of employees For those legal entItles and phySIcal entItles that do not report In machIne-readable
form, InformatIOn centers could also be eqUIpped WIth scannIng deVIces to "read" Into computers hand
wntten InfOrmatIon on specIally prepared and pnnted forms ThIS IS already standard practice In some
penSIOn offIces and In 30 % of tax offIces In the RUSSIan FederatIOn

The Informatlon Center would compIle all reports receIved and automatIcally prepare and dIstnbute
InfOrmatIOn needed by each agency In the format reqUIred by the agency Thus, the PenSIOn Fund of
UkraIne would receIve data on all workIng Ukra1ll1ans each quarter In the format developed for
persomfied penSIOn reportIng (as shown In dIagram below)

r----~/

I
I
-

-
I
I

Quarterly Reports on all working
Ukrainians from Information Center
to Pension Fund proVided In database
format deSigned by Pension Fund

Quarterly Reporting Database Received from Information
Processing Center

For Quarter 199_

ENTERPRISE INFORMATION

MmStat ldenlJ.1ical1on Number _

NBlneofcnlerpflse _

Address (street, rBlOD, City postal code) _

RUlOn where cn1erpnselS regIStered _

RaIOO PensIOn Fund Office _

Ramo Tax AdmllustratlOn Office _

EMPLOYEE INFORMATION

Taxpayer IdenttficallOn Number (fIN) _

NBlne (surname first, patronyrmc) _

Address (street, rBlOD, CIty ZIp code) _

prunary__or secondary _ employment (check one)

EMPLOYEE PAYROLL INFoRMATION (IN HRIVNA)

Total wages bonuses andother eompcnsabon pmd employee donng quarteR.
For mcomc tax purposes _
For pctlSlon contnbu!lon purposes _
Taxes pBld by or on bcbaIfof employee _

PensIOn Fund PBld by Enlerpflse _
PUld by Employee Total

SOCial Insurance Fund
Total payroll taxes employer transferred to PensIOn Fund qtr _

I

Information Processing
Center

•,~-- '". p==jl
If
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To complete Its records on all UkraInIans, the PensIOn Fund wIll also reqUIre reports from non-workmg
people - the regIstered unemployed (from local offices of the Employment Fund) and mdividuals on
matermty leave and dIsabIlIty leave It WIll also contInue to reqUIre the regular reports from local penSIOn
offices on the status of people receIvmg pensIOns

From these regular reports, the PenSIOn Fund of UkraIne wIll be able to mamtam ItS own database that
shows the work experIence, wages and contrIbutIOns of all mdividuals m Ukrame ThIS perSOnIfIed
database IS deSCrIbed m SectIOn 3 of thIS report

2 3 OPTIONS FOR THE INFORMATION PROCESSING CENTER

There are two Issues to be determmed about the mformatIon processmg centers that receIve and process
reports from phYSICal and legal entitles FIrst, to WhICh mInIstry or agency wIll be they be subordmated
and, second, WIll they process reports m one central locatIon, m each oblast, or m each ralon

2 3 1 SubordmatIon

There are five optIons that could be conSIdered for subordmation of the mformatlOn processmg centers
They are

• subordmated to, or part of, the local offices of the STA,

• subordmated to, or part of, the PenSIOn Fund of Ukrame,

• subordmated to, or part of, the Treasury,

• subordmated to, or part of, GosKomStat, or

• an mdependent agency

The followmg factors should be conSIdered when selectmg the legal status of the mformatlOn processmg
centers

FIrSt, creatIng a new system of mdependent offices would reqUIre the creation of a new, sophIStiCated data
processmg and computer commUnICatIons system The STA IS already developmg such a system The
PensIOn Fund has part of such a system (and needs to upgrade ItS system to Improve the effICIency of the
admInIstratIon of state pensIOns) The newly created Treasury WIll have to develop such a system 
wlthm ralOn and oblast departments of finance, although the detaIls concerrnng the operation of local
Treasury Departments have yet to be developed GosKomStat needs to develop closer, automated lmks
between KyIV and oblast departments, but WIll not have the same local network that the fIrSt three
agenCIes WIll reqUIre as part of theIr ongomg admmistrative aCtiVIty

Second, It may be dIfficult to make an mdependent agency accountable to ItS major customers - the STA
and the PenSIOn Fund At the same time, If the responsIbIlIty IS gIven to an agency WIth eXIstmg
admInIstrative responsIbIlItIes, the agency WIll always be under pressure to serve ItS own mterests fIrst
and those of other agenCIes second Therefore It WIll be Important to ensure that, If an mformatIOn
processmg center IS created WIthIn an eXlstmg agency, the management of the department overseemg the
centers mcludes deputy mmlsters from the major customer agenCIes to ensure responSIveness to theIr
needs

2 3 2 LocatIon of informatIon Processmg Centers

It wIll be necessary for the information Processmg System to operate a WIde network of offices to receIve
data from phySIcal and legal entitles deSIgnated offices WIll be needed m each ralOn But thIS does not
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mean that the mformatIon should be processed and the reports prepared for customer agencies m each
rawn In fact, there are strong arguments m favor of a more centrahzed approach to mformatIon
processmg

FIrst, the major customers of the reports wIll rnclude hIghly centrahzed databases The STA, for example,
IS marntmmng tax records rn a srngle database rn KyIV Access to the database by oblast and raiOn offices
Will be "on-hne" rather than through the mamtenance of separate, locahzed databases m oblasts and
ralOns ThIs Will ensure that, as legal entItles and phySIcal entItles become more geographically mobIle,
there is no danger of the creatiOn of duplIcate and maccurate data Only centrahzed databases can ensure
data quahty It IS argued, m SectiOn 3 of thiS report below, that the PenSiOn Fund of Ukrame should
adopt a SimIlar approach to that of the STA and create a smgle, natiOnwIde database that mamtams
records on all Ukraimans Some data could be dlstnbuted to local offices by the mmlstnes or agencIes
admImsterrng those local offices - hsts of all legal entItles currently regIstered m each raiOn (or oblast)
wIll be dlstnbuted by the STA, for example (so that local offices wIll know what entItIes they must audIt),
and hsts of phySIcal entItles WIth regIstered addresses may be distnbuted by the PenSiOn Fund and the
MLSP to each local office m raiOns and oblasts OptiOnally, the local offices could be gIven query
capabihtles to get needed mformatiOn The creatiOn of standard output reports is also crItIcal to the
successful operatIon of the system Management should determme the types of mformatIon and reports
needed on a regular baSIS and buIld thIS mto the data management system

Second, the phYSICal capaCIty to receIve and process data that are handwntten as well as machme readable
reqUires SophIstIcated eqUIpment - large computers, hIgh-speed scanners, mformatiOn audltmg, and
quahty control ThIS WIll be ImpOSSIble - and unnecessary - to achIeve m each raiOn or withm each
oblast Local offices can transfer data eIther to the mformatiOn processmg center or to one of five or SIX
regIOnal processrng centers In the US, for example, WIth a populatIon of 260 mIlhon people and WIth
more than 30 mIlhon regIstered busmesses, all tax forms are sent to one of mne regiOnal processmg
centers Creatmg a few regIOnal mformatIOn processmg centers m Ukrame WIll greatly reduce the costs
of estabhshmg the system

ThIrd, both legal entItIes and phySIcal entItIes move An enterpnse may relocate across raIOn boundanes
when It acqUires new facIhtIes People wIll become mcreasmgly mobile as the impacts of prIVatizatiOn
and economiC reforms lead to a redIstrIbutIon of Jobs and a more fleXIble housmg market If databases
are marntarned locally, knowrng whIch local office to send quarterly reports WIll become ImpOSSIble Only
If reports are centrally processed and shared WIth centrally mamtamed databases m ffilmstnes WIll It be
pOSSIble to mamtam an effiCIent and effectIve system

In Kazakstan, employers transmIt mformatIOn dIrectly to the State Center on PensIOn Payments ThIS
results rn a huge amount of data berng transmItted to the Center m Just a few days of each month At the
current tIme, the sheer volume of transactIons IS overwhelmmg the system Ukrame's populatIon IS about
three tImes as large as Kazakstan's so It may make sense to relIeve some of the burden on the computer
system by creatmg several regIOnal centers

Regardless of the method selected, It IS CrItIcal for employers to transfer accurate data to the regIOnal or
natIOnal processmg center ThIs reqUIres extensIve trammg of employers and entrepreneurs, so they com
plete the reqUIred forms accurately and correctly Good software WIth automatIC error checkmg
capabIhtIes at the front end can do a great deal to ease thIS process
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2 3 3 RecommendatIOn

The InformatIOn Processmg Center or Centers should be created wIthIn eIther the STA or the PenSIOn
Fund of Ukrame The work of the center(s) should be managed by a board that Includes representatIves
of the "customer" agencIes of the quarterly reports In the US, for example, each government agency
has an mformatIon management board that IS represented at the local level, WhICh manages local data
collectIOn and manages the process of coordInatIng the transfer of InformatIon to mformatIOn proceSSIng
centers It would be pOSSIble to mandate certaIn reportIng reqUIrements to enterpnses wIth payrolls m
excess of a certam level (numbers of personnel or total payroll) to meet certam reportmg standards For
example, In the US, all compames with monthly payrolls m excess of US$500,000 must fIle reports
electromcally The standards can be dissemmated to local accountants, and bookkeepers could receIve
software traInIng packages mcludIng descnptIOns of the exportmg standards

Kazakstan IS currently havmg a great deal of dIfficulty WIth thIS portIon of ItS new penSIOn system
Employers were gIven software and wntten mstructIOns on how to submIt payments to the solIdanty
system and the new accumulatIOn system However, the software was dIfficult to understand and
employers dId not really understand the new payment process In fact, many were not even aware of the
changes m the pensIOn system' Then, most employers filled out the forms Improperly and gave them to
theIr servIce banks These banks then submItted the Incorrect forms to the State Center on Benefit
Payments The software at the Center then rejected about 95 % of the SUbmISSIOnS for errors The
Center's software, however, doesn't have the capabIlIty to IdentIfy the types of errors or to gIve effectIve
management reports to make error correctIon easy The net result to date has been very poor complIance,
a huge back log of payment orders at the State Center, and an mabIlIty to accurately allocate contnbutIons
between the solIdanty and accumulatIon systems

At the raIOn level, offices should gather reports (m machme-readable or hand-wntten form) and send
them to the one natIOnal processmg center or to one of five or SIX processmg centers Enterpnses
eqUIpped WIth computers and e-mail could transmIt reports dIrectly to the processmg center(s)

3 OVERVIEW OF PROPOSED DATABASE SYSTEM FOR THE PENSION FUND OF

UKRAINE

3 1 INTRODUCTION

The PensIOn Fund of Ukrame must create a persomfied database that mcludes all Ukramian people The
database wIll be the largest database m Ukrame - larger than that mamtamed by the STA The database
wIll serve as the core of an mtegrated SOCIal protectIOn database Whatever reforms the PenSIon System
of UkraIne adopts, thIS persomfied database WIll be needed to ensure the adequate SOCIal protectIon of
CItIzens The persomfied database wIll allow Ukrame to meet the followmg ObjectIves

• mamtenance of accounts of mdividual work expenence, wages, and contnbutions paId for all
UkraImans,

• calculatIOn of pensIOns based on accumulated work expenence, wages, and contnbutIOns to the
PenSIOn Fund,

• Improvements In collectmg contnbutIOns to the PensIOn Fund,

• eventual elImInatIon of workbooks and the encouragement of labor mobIlIty among mdustnes and
among regIOns,

• dIscouragement of the gray economy by stoppmg those workmg m the gray economy from
accumulatIng work expenence,

• creatmg and mamtaImng a system of the regulatIon of non-state penSIOn funds,
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• allowIng more accurate and detaIled forecastIng of revenues and expendItures by the PenSIon Fund
and the evaluatIOn of the fiscal Impacts of alternatIve pensIOn polICIes, and

• allowmg the creatIOn of mdlVldual accountmg wIthIn the state pensIOn system that could allow record
keepIng for a partIally funded state pensIOn system

CreatIng thIS database WIll reqUIre the acqUISItIOn of large computers as well as the development of
extenSIve software programs, commUnICatIons systems, and systems for updatIng and protectIng the
mformatlon SectIon 4 below descnbes how the development of thIS database could be funded through
a credIt from the World Bank

3 2 STRUCTURE OF DATABASE AND MAINTENANCE PROCEDURES

The core database should be mamtamed by the PenSIOn Fund of UkraIne on large-scale computers
(necessanly larger than those used by the STA) m a deSIgnated PensIOn Fund mformatIon center The
InfOrmatIOn from WhICh the database IS created and mamtaIned would come from four sources

1 quarterly reports from mformatIon processIng centers - as descnbed In the precedIng sectIon of thIS
report,

2 reports from oblast departments of the Employment Fund lIstIng all IndIVIduals regIstered as
unemployed for some penod dunng the preVIOUS quarter,

3 annual Income tax reports filed by phySIcal entItles not covered by the quarterly reportIng system,
and

4 quarterly reports from local PensIOn Offices, the bankmg system dlstnbutIng penSIOn benefIts, and
offIces of the MLSP prOVIdIng mformatlon on workIng age adults on SIck leave, maternIty leave,
recelVlng dIsabIlIty payments (from the SOCIal Insurance Fund), and recelvmg state old-age pensIOns

Each file on each UkraIruan would be IdentIfied by hIs or her TIN - plus case numbers assIgned to those
recelvmg benefits These numbers allow the tracIng of an mdlvldual through hIS or her workmg lIfe 
whatever hIs or her address and place of work The fIle would Include the hIstory of each phySIcal entity
for each quarter of ItS workmg lIfe - Includmg wages and other sources of mcome receIved, non
workmg penods that contmue to establIsh penSIOn elIgIbIlIty, contnbutIons paid for each penod to the
Fund, and other relevant mformatIOn In the US, for example, the tax admInIstratIOn receIves reports
on both mcome taxes WIthheld for employees and payroll tax contnbutIOns paId to the state penSIOn
system

The creatIOn of the database would reqUIre the transfer of mformatIOn from workbooks mto the core
database Once the mformatIon was transferred, the mdividual would be prOVIded WIth notificatIon that
he or she no longer needed to retam hIS or her workbook ThIS process would be mtroduced m stages
Once the reportlOg system descnbed lO Section 2 was Implemented natIOnWIde, new entrants lOtO the
workforce would no longer be proVIded WIth workbooks Then, InformatIon from the prevIOUS year's
labor force entrants (1 e , those Issued workbooks for the first tIme the preVIOUS year) would be entered
lOtO the system by reqUIrmg the mdividuals to fIll out speCIally deSIgned forms that could be scanned lOto
the system TheIr workbooks would then be ehmmated The process would contlOue untIl all mformatIOn
on workmg-age Ukra1ll1ans was entered lOtO the system Workbooks could then be completely elImInated

The process of transferrmg workbook data mto the pnmary database WIll reqUIre some dIfficult deCISIOns
Many workbooks are not accurate or don't contaIn complete InfOrmatIon It WIll lIkely prove ImpOSSIble
to go back and retroactively gather all needed InfOrmatIon Consequently, much of the data m the
workbook WIll lIkely have to be accepted WIthout venficatIOn
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3 3 DISTRIBUTION OF DATA TO REGIONAL AND LOCAL OFFICES

Although the core database could be mamtamed centrally, some mformatIOn would be dIstnbuted to local
offices of the State PenSIOn Fund to allow the admImstratIon of the state pensIon system For example,
each quarter, local offices admimstermg the dIstnbution of payments would be sent - In machIne
readable form - a lIst of all mdiVIduals WIth addresses m the raIOn who are elIgIble for state pensIOns
- together WIth the amount of pensIOn for WhICh they are entItled The calculation of state penSIOns
would no longer be undertaken In local offices The present system under WhICh the MLSP calculates
pensIOns should be phased out and the PensIOn Fund should be made responsIble not only for maIntaInIng
the central database, but for all actIVItIes related to the admimstratIOn of the system

ThIs system would also allow the centralIzed calculation of penSIOns for each elIgIble person and also the
total volume of penSIon payments that WIll be made from the local bank to penSIOners accounts We
strongly suggest thIS approach If calculatIons are done outSIde the State PenSIOn Fund, then the Fund
does not have control of an essentIal component of ItS operatIons It thIS procedure IS perpetuated, a
strong audItIng dIVISIOn withm the State PenSIOn Fund IS essential to assure accuracy and prevent
corruptIOn Even If calculatIOns are done In local offices of the Fund, there IS no guarantee SImIlar
procedures WIll be followed m all offices, and there IS greater opportumty for Inaccuracy

ThIS WIll allow a large reduction In staffIng m local penSIOn offices, because, together WIth automatic
pensIOn transfers through the bankIng system, It WIll reduce the workload of local pensIOn offices The
role of local offices WIll, mcreasmgly, be that of dealmg WIth mdividual problems QuestIons concermng
elIgIbIlIty and the accuracy of work hIstory data and the hIStOry of past contnbutions would be dealt WIth
through e-maIl connectIon between local offices and the central database

Another Issue to be conSIdered IS what should happen If the employer does not make reqUIred
contnbutIons to the PensIOn Fund on behalf of the employee Currently, employers pay 37 % of the wage
fund to the State PensIOn Fund, and employees pay 1% If the employee's contnbutIon IS properly
WIthheld and remItted and the employer does not make ItS reqUIred payment for whatever reason, should
the employee be pumshed? Is It reasonable to expect the employee to "force" hIS employer to make
requIred contnbutIOns? In Kazakstan, thIS Issue IS even more dIfficult, because the employer makes the
entIre contnbutIOn So If the employer doesn't pay, what happens to the employee? What actually happens
m Kazakstan IS, If the employee has a proper workbook, the benefit IS receIved regardless of whether the
employee contnbuted Ultimately, the only real solutIOn to thIS problem IS VIgorous tax enforcement, a
more even dIstnbution of contnbutIon responsIbIlIty between the worker and the employer, and a less
onerous overall SOCIal tax burden

4 PROPOSAL FOR A LOAN FROM THE WORLD BANK TO FINANCE DEVELOP-

MENT OF PERSONIFffiD DATABASE FOR THE PENSION FUND OF UKRAINE

4 1 OVERVIEW OF PRoPOSAL

To finance the creatIon of the PensIOn Fund database descnbed m the precedmg sectIon, UkraIne would
borrow about US$33 5 mIllIon to create a system of mdividual accountmg In the PenSIOn Fund and to
automate the receIpt and processmg of reports from enterpnses of theIr employees' persomfied wages and
work expenence by InfOrmatIon processIng centers The technology needed to Implement the system
would Include

1 data warehouses WIthIn the PensIOn Fund to store the core database,

2 mimcomputers In regIOnal data centers,
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3 data commUnIcations systems from mformatIon centers and the Employment and SocIal Insurance
Funds to the PenSIOn Fund,

4 hIgh-capacIty scannmg machmes m PenSIOn Fund centers,

5 data exchange systems WIth other agencIes,

6 telecommUnICatIOns systems among regIOnal and local offices, and

7 archIve storage and dIsaster protectIon systems

The proceeds of the loan could be used m the followmg way (the cost figures would vary dependmg on
the exact deSIgn of the penSIOn fund database system)

Purpose

AcqUISItion of mamframe computers for the
PensIOn Fund of Ukrame to mamtam central
databases on all UkramIans

AcqUISItiOn of mInICOmputers for four or five
regIOnal penSIOn data centers

Data commUnICatIOns systems

AcqUIsltlon of 650 file servers and related
eqUIpment for rawn PensIOn Offices mcludmg
commUnICatIons systems connectmg them to the
central database and secunty systems

AcqUISItIon of 4,000 workstatIOns for data centers
and raIOn offices mcludmg LANs

Total for EqUIpment AcqulSltIOn

Implementation loan to finance the deSIgn, devel
opment, and unplementatIOn of automated,
mdividual reportmg and record-keepmg system
(see below)

TOTAL LOAN

Approxnnate Costs

$10 mIllIon

$4 mIllIon

$1 5 mIllIon

$5 mIllIon

$8 mIllIon

$285 mIllIon

$5 mIllIon

$335 mIllIon

I
I
I
I
I

The record-keepmg system would be developed to provIde for regular updatmg of the central database
through quarterly reports from enterpnses to mformatIOn processmg offices to the PensIOn Fund of
Ukrame The PensIOn Fund would dIstrIbute mformatlon to regIOnal and local offIces and to partICIpatmg
banks as needed for the adrmmstratIOn of the state pensIOn system The mformatIOn would show, for each
UkramIan, how much tune the mdlVldual worked, for WhICh enterpnse (or self employed), how much
mcome was earned, and how much was paId (and how much was due) to the PenSIOn Fund by the
employer

4 2 BENEFITS OF DEVELOPING PERsONIFlED PENSION FuND DATABASE TO UKRAINE

No modern penSIOn system can operate WIthout a system of record keepmg on the work hIstory and
wages earned for all people of workmg age The proposed system would have many benefits for Ukrame



Future DzrectlOns for Soczal ProtectlOn Polley m Ukrame Page 58

•
I
I

I
I

1 It would be the foundatIOn for an easIly admInIstered system m WhICh pensIOns are calculated based
on pensIOn contnbutIOns

2 It WIll allow the eventual elImmatIOn of mdividual workbooks, allowmg greater fleXIbIlIty and
mobIlIty of the workforce

3 It wIll mcrease the rate of collectIOn of pensIOn contnbutIOns because It
~ provIdes for faster reportmg of payrolls and contnbutIOns,
~ encourages enterpnses to move from the gray mto the formal economy, and
~ encourages employers to report full mcome of employees

4 It would create a management mformation system that allows the more accurate predIctIOn of
revenues and expendItures for the PenSIOn Fund

5 It would lay the foundatIon of the system for registenng and regulatmg non-state penSIOn funds

6 It would provIde the baSIS for audItmg of mcome of famIlIes applymg for targeted aSSIstance
programs

7 It would reduce the admmistrative costs of the State PenSIOn System

4 3 THE IMPORTANCE OF THE TECHNICAL ASSISTANCE COMPONENT OF THE LOAN

Under the US$5 mIllIon technIcal asSIstance component of the loan, the followmg tasks would be carned
out m collaboration WIth mternatIOnal technIcal aSSIstance agenCIes

• deSIgn of the computer software necessary for the creatIOn and mamtenance of the central database
managed by the PensIOn Fund of Ukrame - thIS system WIll have to embody data secunty systems,
archlVlng, automated reportmg systems, systems for matchmg WIth databases on buths, deaths, and
marnages, the STA, SOCIal asSIstance programs, and several other major databases,

• deSIgn and development of new accountmg texts and InstructIons and trammg and retrammg for
accountants,

• deSIgn and development of software systems for computers m the regIOnal and local offices
admmistermg the dIstnbutIOn of pensIOn fund benefits,

• trammg of PenSIOn Department staff, mcludmg creatIOn, productIOn, and dIstnbutIOn of penSIOn
systems offIce procedures manual,

• mstallatIOn of computer eqUIpment and local area networks,

• creatIOn of telephone-based, secure, automated commUnICatIons systems, and

• development of pensIOn models for use of PenSIOn Fund staff m proJectmg contnbutions and penSIOn
oblIgatIOns

44 WHY INTERNATIONAL DONORS MAY SUPPORT THE PROPOSED CREDIT

1 The proposed system creates the baSIC "mformation mfrastructure" necessary to support all types of
pensIOn reform

2 The successful Implementation of the mdividual record-keepmg system WIll demonstrate Ukrame s
commItment to the development of a modern and fIscally sound State PenSIOn System - WhICh may
lead to the restartmg of negotIatIOns on larger loans to the PensIOn System

3 It bUIlds the capaCIty to understand and analyze penSIOn Issues m Ukrame

4 It sustaIns "engagement" between the World Bank and the GOU
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•

5 It has a very hIgh probabIlIty of bemg approved by the Supreme Rada, even dunng the electIon
penod, because thIS system IS mcluded m the work plan negotIated between the GOU and the Trade
Uruons The concept of mdlvldual record keepmg has strong support among deputIes

6 The loan wIll "repay Itself' from the savmgs m the admmistratIOn costs of the PenSIOn System and
the mcreased collectIOns of penSIOn contnbutIOns from enterpnses

7 The elImmatIOn of workbooks IS a concrete step toward "deregulatIOn" and reform that has been
supported by the World Bank as well as the InternatIOnal Monetary Fund

5 IMPLEMENTATION PLANS

5 1 IMPLEMENTATION PLAN FOR DESIGN AND DEVELOPMENT OF UNIFIED PERSONIFIED

REpORTING SYSTEM

The table below outlmes the mam tasks needed to begm work on developmg the urufled reportmg system
descnbed ill SectIon 2 of thIs report The table also shows the agencIes that wIll be pnmanly responsIble
for each task and the approXImate length of tIme from mceptlon to completIon Note that many tasks
would be conducted concurrently

Expected
No DescnptIOn of the Task Agencles Responslble DuratIOn

1 Create Task Force that mcludes representatIves from STA, PF, 2 months
PensIon Fund of Ukrame, MLSP, STA, Employment GosKomStat, MLSP,
Fund, GosKomStat, and mvolved mternatlonal donors, EF, SIF, MmFm,
to deSIgn urufied reportmg system - mcludmg MmEcon, MmJus,
developmg draft InstructIon to create pIlot program and PADCO, FMI
draft normatIve documents to Implement program

2 DeSIgn of reportmg forms for legal entItles STA, EF, SIF, PF, 1 month
GosKomStat, MmFm,
MmJus

3 DeSIgn of reportmg forms for phySIcal entItIes regIstered STA, PF, GosKomStat 1 month
as entrepreneurs

4 Development of report processmg software to be used PF, STA, PADCO 6 months
by InformatIOn Center

5 Draftmg of CabMm Decree Creatmg New Reportmg Same as task 1 1 month
System

6 DeSIgn PIlot Program to Test New Reportmg System STA, PF, MmFm, 3 months
PADCO

7 Develop Prototype Software Program for Automated STA, PF, MmFm 4 months
Enterpnse Reportmg PADCO

8 Develop Prototype "scan-able" forms for phySIcal entIty STA, PF, MmFm, 2 months
reportmg PADCO

9 Implement pIlot program m KyIV RaIOn STA, PF, MmFm, 12
PADCO months
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Expected
No DescrzptlOn of the Task Agencles Responslble Duratlon

10 Evaluate results of pIlot reportmg program STA, PF, MmFm, 3 months
PADCD

11 Develop normatIve acts for natIOnwIde ImplementatIOn STA, PF, 3 months
of new, umfied, persomfied reportmg system GosKomStat, MLSP,

EF, MmFm, MmEcon,
MmJus, PADCD, FMI

12 Implement natIOnwIde adoptIOn of new reportmg system 6 months

Source PADCO

5 2 IMPLEMENTATION PLAN FOR DESIGN AND DEVELOPMENT OF PERSONIFIED DATABASES

The table below hsts the pnnclple tasks that wIll have to be carned out m order to begm work on the
creatIOn of the persomfied database for the PensIOn Fund of Ukrame

Expected
No Descrzptlon of the Task Agencles Responslble DuratlOn

1 Develop proposal wlthm the CabMm, the PensIOn Fund, CabMm 3 months
and the MLSP to request credIt from World Bank to
develop PensIOn Fund database

2 Inltlate mformal dISCUSSIOns WIth the World Bank to CabMm, World Bank 1 month
determme the mterest of key staff and the possIble terms
under WhICh such a loan could be negotIated DISCUSS
proposal WIth key deputIes from Supreme Rada

3 Prepare a detaIled proposal and finanCIal estimate for CabMm, USAID,
formal submISSIOn to the World Bank ThIS could be World Bank
undertaken m collaboratIOn WIth mternatIonal techmcal
aSSIstance agencIes

4 Create Task Force that mcludes representatIves from STA, PF, 6 months
PensIOn Fund of Ukrame, MLSP, STA, and mvolved GosKomStat, MLSP,
mternatIOnal donors, to deSIgn program to develop EF, MmFm, MmEcon,
PensIOn Fund database (as descnbed m SectIOn 3) MmJus, PADCD, FMI
Purpose of Task Force IS to deSIgn database and
reportmg and management system

5 DeSIgn reportmg systems for unemployed, people on STA, EF, PF, MmFm, 3 month
matermty leave, SIck leave, etc to PenSIOn Fund PADCO

6 Transfer partIal database (names and addresses of STA, PF, PADCO 3 months
phySIcal entItles plus TINs) from STA to serve as
framework for PenSIOn Fund database

7 DeSIgn and develop system for transfernng and PF, STA, PADCD 6 months
recelvmg data from InformatIon Processmg Center to
PenSIOn Fund
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Expected
No Descrzptzon of the Task Agencles Responslble Duratzon

8 Draft all normatIve documents necessary to create PF, MlllJUS, MlllFlll, 2 months
PensIon Fund InformatIon center and reportlllg system
and protectIon of pnvacy

9 DesIgn and Implement pIlot program to test eIImlllatIOn STA, PF, MlllFlll, 6 months
of workbooks and database update PADCO

10 Develop Software Program for Database Management STA, PF, MlllFlll, 18
PADCO months

11 Develop prototype software for reportlllg from STA, PF, MlllFlll, EF, 12
Employment Fund and STA to PensIOn Fund PADCO months

12 Transfer data from workbooks to PensIOn Fund STA, PF, MlllFlll, 24
database MlllJUS, PADCO months

Source PADGO


