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Abstract

On January 1 2019, “The Law on Funded Pensions” came into force. This marked the point
of transition of Georgia’s social protection system to the new path on creating modern Pension
system. Unlike other reforms, the pension reform is characterized by the fact that it requires
a particularly long-term trust from the citizens towards the new system, as the process of
saving for retirement takes 30 or 40 years and throughout this time the hard earned money of

1.2 million citizens will be entrusted to the special fund set up by the government.
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For the last 30 years, the main mechanism of social protection for the elderly in Georgia
has been the basic pensions provided by the government. However, given the demographic
transformation and increased life expectancy the burden on basic pensions is increasing.

Today, 21% of Georgia’s population is receiving old age benefits. Just 3 years ago this
percentage was on 19.9%. Over the next 10 years, the number of retirees will increase by 0.4-
0.6 percentage points each year. The reason for this is that in 2021-2031 years the largest
demographic in the country — Generation of "Baby Boomers" will reach the retirement age.
Currently the size of this age group is 488,000 citizens.

Given this situation, in 2018 Georgian Parliament supported the creation of the second
pillar of pension system. The system was launched in 2019. At present, 1,159,000 people are
enrolled in the funded pension system and 6% of their salaries is automatically transferred to
the pension agency. In this way, 1.51 billion GEL has already been accumulated in the pension
fund. The system is partly mandatory, because citizens under the age are mandated to pay their
contributions.

The main purpose of this paper is to assess this reform in terms of its sustainability, because
the new mechanism has to become the main source of social security for the elderly in the
country in the future. Based on the similar reforms in other countries the potential
shortcomings of the Georgian pension system will be assessed. This paper aims to analyze the
Internal and external control mechanisms of the pension system. Alternatives related to the
principle of mandated savings are analyzed.

The paper includes the economic modeling to calculate the potential effect of this reform
on income replacement rates for citizens. The investment policy document of the Pension

Agency is evaluated and alternatives for its improvement are presented.

Keywords:
Pension reform; Law on Funded Pensions; Pension Agency; Social protection; Pension

provision.



