Rahva Journal of Technical and Social Studies
Vol: 2, Issue: 2, 2022, Page: 204 - 213

Rahva Teknik ve Sosyal Arastirmalar Dergisi
Cilt: 2, Sayr: 2, 2022, Sayfa: 204 - 213

Arastirma Makalesi

Methods Of Managing And Improving Investments In The Funding
Pension System Of The Republic Of Kazakhstan

S.U. ABDIBEKOV ' ® @ Yilmaz Ulvi UZUN 2

! Al-Farabi Kazakh National University, Almaty, Republic of Kazakhstan
2Bitlis Eren University, Bitlis, Republic of Turkey

“Responsible Author: saken_abdibekov@mail.ru

Gelis tarihi / Received:  23/11/2022 Kabul tarihi / Accepted: 19/12/2022

Abstract: The current changes and turmoil in the global market have a number of significant consequences

for our country's economy. The pension system is one of the dynamically developing sectors of the socio-economic
system of the republic. Despite this, the cumulative pension system, which has been in operation for more than
nine years, has its problems. Therefore, support and development of the pension system is one of the priorities of
Kazakhstan's economic policy. All types of changes are social and economic issues that require proper regulation
by the state. The accumulative pension system obliges the citizens involved to be responsible for the level of their
income after retirement, since the source of pension payments will be the funds accumulated in their personal
pension account.
The depositor can also demand that the fund transfer the income on the financial deposit to his personal account
in an amount not lower than the average market rates. And if not, one should take an interest in the average market
rates as calculated by the FDIC and the results of the selected fund. Another important reason for changing the
system is that the number of working people in Kazakhstan is decreasing every year; in addition, the birth rate is
expected to decrease from now on. This means that the number of people eligible to receive a pension will increase,
and the number of workers who pay contributions for themselves will decrease. The Cooperation system cannot
provide a continuous pension in such a case. For a pension fund to be effective, the number of contributors must
be large. One of the main indicators that affect the financial condition and profitability of funds is the return on
investment of pension assets and the maximum amount of commission contributions.

Keywords: Asset, Contribution, Economic Policy, Finances, Funds, Income, Investment, Pension, Pension
System, Supervision.

Kazakistan Cumhuriyeti'nin Emeklilik Fon Sistemindeki Yatirimlari
Yonetme ve Gelistirme Metodlar

Ozet: Kiiresel pazarda yasanan mevcut degisimler ve ekonomik calkantilar Kazakistan ekonomisi icinde
bir takim dnemli sonuglar dogurmaktadir. Emeklilik sistemi tiim diinyada oldugu gibi Kazakistan cumhuriyetinin
sosyo-ekonomik sisteminin igerinde siirekli gelisen dinamiklerinden biridir. Buna ragmen dokuz yili askin bir
stiredir faaliyette olan birikimli emeklilik sisteminin de sorunlari var. Bu nedenle emeklilik sisteminin
desteklenmesi ve gelistirilmesi Kazakistan'in ekonomi politikasinin dnceliklerinden birisidir. Birikimli emeklilik
sistemi, emeklilik 6demelerinin kaynagi bireysel emeklilik hesaplarinda biriken fonlar olacagindan, ilgili
vatandaslar1 emeklilikten sonraki gelir diizeyinden sorumlu olmaya zorlamaktadir. Bu nedenle, mevduat sahibi
fondan mevduata iligkin gelirin, ortalama piyasa oranlarindan diisilk olmamak {izere sahsi hesabina aktarilmasini
da talep edebilmektedir. Aksi takdirde, FDIC tarafindan hesaplanan ortalama piyasa oranlarina ve secilen fonun
sonuglarina uygun 6denmelidir. Sistemin degismesinin bir diger dnemli nedeni ise Kazakistan'da ¢alisan insan
sayisinin her yil azalmast; ayrica dogum oraninin bundan sonra diismesi beklenmektedir. Bu durum ise; emekli
maas1 almaya hak kazanan kisi sayisinin artacagi ve kendileri igin katki pay1 ddeyen is¢i sayisinin azalacagi
anlamina gelmektedir. Boyle bir durumda emeklilik sistemi siirdiiriilebilirligi kaybedebilir. Bir emeklilik fonunun
etkili olabilmesi i¢in, katki paylarinin yiiksek oranda olmasi gerekmektedir. Fonlarin mali durumunu ve karliligim:
etkileyen temel gostergelerden biri, emeklilik varliklarinin yatirim getirisi veya maksimum komisyon katki pay1
tutarlaridir.
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1. Introduction
The Republic of Kazakhstan since gaining its independence and due to wise government
construction has had some important changes in its economic system.

At the same time, it shows that in the Republic of Kazakhstan as well as in all countries for the
given period there have been vital changes and reforms happening concurrently to global economic
disorders. The problems of pensioners and disabled people are ever important (Nazarbayev,2012).

The main purpose of the social security system was to raise the level of social position of the
economically inactive part of the society (the elderly, disabled and unemployed). Today the social
security system is treated as a method of finding a stable job and not only as the way of proper profit
distribution. The figures of the social security system determine the level of economic development. It
is thought to be connected to relationships of the mutually chosen social-economic model between
people with stable sources of income and people who do not have such sources due to their health
conditions or age (Alibayev,1999).

The saving pension system is the right way for pension funds to enter stock markets. It impacted
the start of a quick and demonstrative plan that indicates significant strengthening of the local
institutional investor. Nowadays the world financial crisis has stopped the development of the
Kazakhstani stock market, it can be seen from the income rate of non-developed finance instruments
caused by the crisis.

We can also say that in the conditions of reduced lending activity of the market of shares and
bills of credit it can not be considered as the alternative basis of bank lending (Amanzholov,1999). The
revival of the securities market work stops due to stock capital splitting and dropping the turning of
corporate securities. This situation happens because of the small participation of economical subjects in
the domestic stock markets of pension funds, insurance companies as well as unit funds. The amount of
money gathered as assets of saving and insurance companies is used only for bank sector financing and
not for vital economic sectors. The market of shared securities does not operate as a source of project
financing investment (Abenova,2001).

Pension savings by the way of centralization (by means of finance instruments) should be
invested into the certain sector of economy being people’s savings to supply citizens with pensions at
the time when they reach their pension age in spite of pension savings special direction and character.
According to the increase of securities share of foreign issuers in the content of investment portfolio of
saving pension funds, it seems the flow of investments of pension saving funds into foreign markets up
to this current year. This situation is mostly explained by the desire for risk diversification (Ed,2004).

This is because it is indicated in wide scale list of issuers and means meeting the important
requirements as the rating in the foreign market as well as reputation.

However, due to instability of the situation in the foreign markets, including dropping of the
world fund indices, nowadays the institutional investors are trying to direct their investment portfolios
into the domestic market. It is clear that the types of financing instruments are widely provided in the
legislation of the Republic of Kazakhstan. These instruments are taken out by pension assets (Iskakov
vd,2005).

Pension saving funds are suffering from shortage of investment objects in the present situation
of the funds. And that is why in such a situation in order to reduce investment risks by means of saving
pension funds by investment of chosen pension assets for correcting the strategy of increasing the
number of financing instruments, it is significant to strengthen the system of risks management of the
related to international market funds which undergone essential waving in the saving pension funds. It
is out of question that in order to provide the motivation of the Unified Accumulative Pension Fund, it
is necessary to base it on advanced technologies (Valiyev,2006).

2. The Pension Fund System of the Republic of Kazakhstan
Many have a negative attitude towards pension reform. But the old cooperative system could be

restored only in two cases: either to increase the income of the pension fund, or to reduce its losses, but
neither of them could be implemented.
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The increase in the fund's income became possible due to an increase in the average wage, an
increase in the transfer rate, or an increase in the ratio of workers to pensioners.

There was little hope for an increase in the average salary in the republic in the near future.

Businesses cannot afford a significant increase in remittances, and it is already difficult to pay all
transfers to the payroll.

Increasing the ratio of employed to retired does not lead to anything. According to experts, by
2040 there will be approximately 1- working person for every pensioner.

The reduction in the pension fund's expenses is associated with a decrease in the amount of current
pension payments, or an increase in the retirement age, but this is impossible for reasons that are clear
to all of us. In other words, it was important to remove all benefits from the cooperative pension system.
Indeed, the cooperative system had many advantages, including early retirement at the legal age.

The accumulation of pension funds is not a common pot, people have a great incentive to save
money for retirement, because the amount of money accumulated in a personal retirement account is
equal to the amount of pension payments.

If the depositor fails to use all or part of the accumulated amount, it will not disappear, as before,
but will remain with the heirs.

In accordance with standard pension agreements, the Accumulative Pension Fund is obliged to:

1) provide the investor with information on pension savings in the accounting book once a year,
as well as send additional information at the cost price at any request of the investor;

2) to maintain confidentiality of the information of contributors on the state of the accumulations
of the pension fund,;

3) at the request of the contributor, the transfer of pension savings to the Accumulative Pension
Fund;

4) conducting audits based on the data of the annual financial statements.

Non-state accumulative pension funds are divided into open and corporate.

Open accumulative pension funds continue to accept pension contributions from contributors,
regardless of the place of work and residence of the recipient. Corporate accumulative pension funds
are created for employees of one or more legal entities, that is, recipients who are the founders or
shareholders of this fund.

The founders and shareholders of a non-state accumulative pension fund may be legal entities and
individuals who are residents of Kazakhstan. Only legal entities of the Republic of Kazakhstan can be
owners and shareholders of a corporate accumulative pension fund (Zholdasbaev,2005)

The accumulative pension fund offers the following types of individual reporting under the
control of the Committee:

1) balance sheet for own funds,

2) report on the results of financial and economic activities,

3) cash flow statement,

4) report on the movement of equity capital,

5) report on the movement of non-current assets,

6) report on the movement of net pension savings,

7) report on changes in net assets.

3. Methods of Developing the Pension Fund System in Kazakhstan

Pension assets of the accumulative pension fund:

- distribution by financial instruments according to the list established by the authorized body;

- implementation of pension payments;

- under a pension annuity agreement, pension savings can only be used for the purpose of
transferring them to another pension fund or insurance company.

This study allows us to draw the following conclusions regarding the development of the funded
pension system of Kazakhstan from a theoretical and methodological point of view:

- The reforms carried out in the republic cover all spheres of the economy and life support, and
the world community has determined the following position of financial structures in Kazakhstan as a
country with a market economy, state competition is associated with the implementation of a high-
quality investment project, it is necessary to move from enterprise planning methods and central and
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regional authorities to new principles of liberalism, forced to create a policy based on it. The savings of
small and medium-sized enterprises, individuals, as well as the savings of pension funds are actively
used here.

- Modern market relations have led to the search for flexible ways to meet the needs and demands
of people, and this is measured by the contribution of the people to the economic development of the
state. To solve this problem, the country carried out a reform of the pension system, as well as the
introduction of a mixed consolidated pension system. Pension funds play two different roles: 1.
Contributions to individual pensions and pension funds are used as a national (domestic) investment
resource. At the same time, the state guarantees an increase in the amount of deposits and their full
preservation.

- Currently, pension provision is becoming a very topical issue all over the world. Its causes are
varied: poor demographic situation, general aging of the population, low birth rate in developed
countries, capital increase in one country and shortage in another, economic underdevelopment,
financial market instability, the risk of a crisis in the future, and many others.

- The development of the social sphere that supports socio-economic development is based on the
creation of high technologies, raising the level of education of specialists, a strategy for the formation
of highly specialized personnel, and the development of small and medium-sized businesses. The
bilateral task is solved by the implementation of the agreement on the creation of a potential stable
investment consortium of pension assets. Developing it as an institutional investor, it will be possible to
enter the stock exchange, issue securities, invest pension assets in a specific sector of the Kazakhstani
economy.

However, it cannot be said that the current state of pension provision has no drawbacks. There
are unresolved technical, social, economic and political issues.

In a word, the goal of any civilized state is to ensure the future of citizens and give a strong trend
towards the development of a common financial market, using the money of its citizens for the benefit
of its country. The best investment is the financial and intellectual potential of your people. Its correct
use is most important in the hands of the people, and then the state.

Profitability of accumulative pension funds depends on the formation and condition of their
investment portfolio. Equity and derivative financial instruments in the portfolio of accumulative
pension funds are categorized as available-for-sale financial assets and must be recognized for changes
in the market rate of these instruments after initial recognition at cost. In order to hedge the price and
currency risks of financial instruments in the portfolio of pension assets, it is necessary to make changes
that provide for the possibility of concluding contracts for the purchase of derivative securities at the
expense of pension assets. Also, in order to prevent misuse of pension assets, it is necessary to regulate
the procedure for operations in the risk management strategy and the procedures for assessing the
effectiveness of hedging pension assets of the National Insurance Fund.

The main goal of the pension reform was to create a financially sustainable and fair system that
takes into account economic growth, calculates the contribution of labor contributions to pensions by
calculating the premium on pension contributions. At the same time, the funded pension system is
designed to solve the following tasks:

- relief of social burden;

- gradually release the budget from the burden of pension payments;

- increase the interest of citizens in the open receipt of a large income.

As a result of the restructuring of the pension system, future pensions should be maintained and
increased, and the economy should once again have access to one institutional contributor - the pension
fund.

One of the main problems was the change in people's attitudes towards their pensions. This
problem is still relevant today. It was necessary to get rid of the feeling that the state would help, no
matter what happened. It is at this time that there is a need to change the opinion in the minds of people
to the opinion that: “work a lot, get a high income, then the amount transferred to your pension account
will increase, and it will become your future pension. payment." The new pension system was not
adopted immediately, since the funded system was created to solve urgent problems, but at the same
time, the old system remained in operation.

The accumulative pension system obliges the citizens involved to be responsible for the level of
their income after retirement, since the funds accumulated in their personal pension account will be the
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source of pension payments. At the same time, each citizen is given the opportunity to increase his own
funds through voluntary pension contributions, as a result of which he can secure the highest income for
himself after the end of his working life (third level).

An important drawback of pension provision today is the lack of a high level of pension provision.
Currently, the size of the pension has become an urgent problem for people. It is not the maximum
possible in the market and does not properly take into account the labor intensity of citizens. This was
also confirmed by the message of the President of the Republic of Kazakhstan: "Change the marginal
income, which is determined based on the previous labor share in the amount of the pension.”

There are three main pension systems in the world: state, mixed (state-private) and non-state
(private).

The investor may also require the fund to transfer income from the investment to its personal
account in an amount not lower than the average market rate. But for this, it is necessary at least to show
interest in the average market indicators calculated by the Financial Supervision Committee and the
results of the selected fund.

Post-retirement indexation is a problem for funded pension schemes. In general, the private sector
has no assets. Private pension plans in the West have suffered from a depreciation problem. In many
countries, problems arise due to devaluation in the "cooperative" system (Abdykalykova, 2004).

However, the main problem in this system is not devaluation, because the size of the pension can
be increased at any moment, the main problem here is inflated promises to increase the promised pension
payment and the current budget deficit, whenever the devaluation becomes serious (energy crisis) it is
called " funded pension programs also fail. As mentioned above, the "contributory pension™ system has
a strong impact on the state budget. In the event of a significant movement towards the “accumulative
pension system”, budget expenditures will increase sharply, because. fixed contributions of employees
in the system of generating cooperatives are paid as pensions, the transition to the “accumulative
pension” system cannot form a labor pension fund. This requires the payment of additional
contributions, which, in addition to providing pensions to registered retirees, help workers build their
own personal funds. Due to the political impossibility of subjecting the current working class to the
payment of two equal deductions from wages (to the general fund and to its own fund), many budgetary
deductions are needed in the early years of reconstruction. Since the state guarantees a small pension or
devaluation and other risks, the level of budgetary losses will not be low in any case.
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Fund indicators in dynamics
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The main principles and the structure of pension system in the form of pension funds do not
meet the modern requirements for stock market stabilization. That is why the difficulty of the process
of portfolio management of business quick raise level increases the necessity risk of automation system
in the business management. It is an issue of the day as the finance sector executes the reduction of
expenses by opened business process, it controls expenses very strictly and as a result, it differs by its
own optimized activity. This open concept of the information is also applied in the issuer-companies
with securities of the Unified Accumulative Pension Fund because the structures of the portfolio of
Unified Accumulative Pension Fund are valued equally to the securities included into this structure

(Kan,2006).
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Indieators o the Fund by pension asses
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Note: Indicators of the fund's pension assets as of 2020, 2021,01.10.2022 on an accrual basis
from the beginning of the year, in thousands of tenge https://www.enpf.kz/ru/indicators/pa/current.php

(Funds,2020).

This situation is based on listing terms which give the opportunity to reformate investment
portfolios of the Unified Accumulative Pension Fund and to turn to rating evaluation of issuers and
securities. Some attractive companies in the mining field by changing their form of ownership from JSC
to LTD at delisting holding had to solve the problem regarding looking for another way to apply listing
for useful criteria of issuers and assets (Askarov,2002).

The Committee of Financial Control of the Republic of Kazakhstan is considering the
opportunity to use as the criteria of the object investment of pension assets at the time when the rating
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of securities issuers is not lower than the defined minimum. Turning to the rating system of the issuer
evaluation is planned to be performed step-by-step. The process started in 2007. To our point of view,
at the time of the Unified Accumulative Pension Fund development it was necessary to change listing
pension funds to more beneficial securities. Because at that time no Kazakhstani companies gained an
international rating (Mityugina,2008).

Joining of the Organization Performing Independently Investments Management of Pension
Assets to the top category of the KASE-0 issuer was the basis to purchase the security of this particular
company (Krivoshchyokova,2006).

However, joining the listing of securities does not give the opportunity to estimate all risks.
Because of the fact that lots of domestic joint stock companies do not want to go through complicated
and demanding huge damages processes, lack of any way of encouragement for gaining rating, it is
enough to enter “A” listing in the automated way with the permitted for investment pension assets of
the company.

4. Result

Pension assets of the accumulative pension fund:

- distribution by financial instruments according to the list established by the authorized body;

- implementation of pension payments;

- under a pension annuity agreement, pension savings can only be used for the purpose of
transferring them to another pension fund or insurance company.

This study allows us to draw the following conclusions regarding the development of the funded
pension system of Kazakhstan from a theoretical and methodological point of view:

- The reforms carried out in the republic cover all spheres of the economy and life support, and
the world community has determined the following position of financial structures in Kazakhstan as a
country with a market economy, state competition is associated with the implementation of a high-
quality investment project, it is necessary to move from enterprise planning methods and central and
regional authorities to new principles of liberalism, forced to create a policy based on it. The savings of
small and medium-sized enterprises, individuals, as well as the savings of pension funds are actively
used here.

- Modern market relations have led to the search for flexible ways to meet the needs and demands
of people, and this is measured by the contribution of the people to the economic development of the
state. To solve this problem, the country carried out a reform of the pension system, as well as the
introduction of a mixed consolidated pension system. Pension funds play two different roles: 1.
Contributions to individual pensions and pension funds are used as a national (domestic) investment
resource. At the same time, the state guarantees an increase in the amount of deposits and their full
preservation.

- Currently, pension provision is becoming a very topical issue all over the world. Its causes are
varied: poor demographic situation, general aging of the population, low birth rate in developed
countries, capital increase in one country and shortage in another, economic underdevelopment,
financial market instability, the risk of a crisis in the future, and many others.

- The development of the social sphere that supports socio-economic development is based on the
creation of high technologies, raising the level of education of specialists, a strategy for the formation
of highly specialized personnel, and the development of small and medium-sized businesses. The
bilateral task is solved by the implementation of the agreement on the creation of a potential stable
investment consortium of pension assets. Developing it as an institutional investor, it will be possible to
enter the stock exchange, issue securities, invest pension assets in a specific sector of the Kazakhstani
economy.

However, it cannot be said that the current state of pension provision has no drawbacks. There
are unresolved technical, social, economic and political issues (Tulepbaev, 2003).

In a word, the goal of any civilized state is to ensure the future of citizens and give a strong trend
towards the development of a common financial market, using the money of its citizens for the benefit
of its country. The best investment is the financial and intellectual potential of your people. Its correct
use is most important in the hands of the people, and then the state.
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