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Globalization of the world market economy leads to macroeconomic interde-
pendence of nations and international transfers of capital. Trends in globalization
manifested in the formation of the global financial system: barriers between na-
tional financial markets are leveling, international financial markets developing,
growing the role of international investment and so on. Ukraine’s accession to the
WTO provides for the gradual liberalization of foreign economic and investment
regimes in the country. Because of the national economy openness, integration of
Ukrainian financial markets into the global financial system is one of the impor-
tant tasks of the state.

The international investment opens up new opportunities for accumulating
pension funds, in particular, provides additional diversification of investment and
portfolio investment efficiency by achieving optimal risk and return in internatio-
nal financial markets. Simultaneously to globalization process the risk of financial
destabilization increases because of the global financial market instability, chan-
ges in the direction of capital flows and so on. The formation of pension assets
international investment state regulation effective policy will benefit from interna-
tional investment against a background of the risk of losses minimization. Given
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these arguments, study of state regulation of international investment of pension
assets now is relevant direction of research.

Important contribution to the study of the cumulative pension funds invest-
ment has been made by domestic and foreign scientists: I.Y. Goryunov!, V.V. Kor-
neev?, AY. Kuznetsova®, SV. Naumenkova*, G.M. Tereshchenko®, D.Y. Fedotov®
and others, whose scientific achievements have significant scientific and practical
value. As conditions of pension assets investment in Ukraine are constantly chan-
ging, the question of improvement and regulation of accumulating pension funds
is the actual scientific challenge.

Therefore the goal of this article is to clarify the role of government regula-
tion in international investment asset of accumulating pension funds. To achieve
this goal we have formulated the following objectives: reviewing the experience of
state regulation of pension assets international investment in certain countries of
Central and Eastern Europe; selecting components of state regulation of pension
assets international investment; identifying possible positive and negative conse-
quences of pension assets state regulation, developing practical recommendations
for improving state regulation of international investment of Ukrainian accumula-
ting pension funds assets.

Theoretical foundation of the international assets diversification is the modern
theory of portfolio investment, which is grounded in the works of G. Markovic,
J. Tobin, W. Sharpe’ and other scientists. According to this theory, the main pur-
pose of investing is to achieve optimal portfolio risk and income distribution thro-
ugh a combination of assets diversification, and compliance of the portfolio limits
and effectiveness.
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The main purpose of state regulation of pension assets international invest-
ment is to protect the interests of accumulating pension funds to preserve the va-
lue of pension savings.

Government regulation necessity is determined by presence of risks arising
while investing in international financial markets, including such risks as: poli-
tical risk, exchange rate changes, capital movement limitations across national
borders, possible changes in tax regime and other specific to individual countries
risks. Thus, long-term changes in real exchange rates provoked risk of imbalance
between accumulating pension fund currency assets and liabilities. Unavailabili-
ty of full information about effectiveness of foreign financial instruments for do-
mestic investors complicates the assessment of market value and forecasting asset
returns, increases transaction costs. As a result, investment return of cumulating
pension funds is declining.

Other purposes of state regulation of international investment of pension as-
sets are:

— maintaining domestic tax base to ensure the income of state;

— using of accumulating pension funds as potential investors in the bonds of
domestic government borrowing to cover budget deficits or identify additional
sources of financing government programs;

— reducing demand for foreign assets in order to correct state payments deficit
deficits, maintaining exchange rate stability and supporting independent monetary
policy of the central bank;

— limiting outflow of capital abroad in order to protect domestic market from
rising interest rates under high inflation and fixed exchange rate;

— developing of domestic capital market and so on.

We have analyzed the experiences of state regulation of pension assets inter-
national investment in some countries of Central and Eastern Europe. Ukraine can
compared with this countries, as one of former socialist countries, that’s why their
experience could be useful for Ukraine.

We pay particular attention to state regulation of international investment
asset accumulating pension funds, participation in which is mandatory, because
such funds form a powerful source of investment capital, which, because of it con-
siderable amount, can not be fully placed at domestic financial markets of these
countries.

Among the 10 EU countries of Central and Eastern Europe mandatory funded
pension insurance is introduced only in Slovenia and Czech Republic.

The study of foreign experience allowed us systematized quantitative restric-
tions to pension assets international investment in these countries (Table 1).
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Table 1. Quantitative restrictions of international investment assets
accumulative pension funds in selected EU countries®
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Bulgaria |assets denominated in currencies other than Bulgarialevoreuro| 20% | 100% | 35%
Estonia | securities of countries that are not members of EU and OECD | 30% | 100% | 72%
assets denominated in currencies other than liabilities 30% |[100% | 16%
securities of non-OECD countries 20%
foreign corporate bonds 10%
Hungary . .. o
foreign municipal bonds 10%
foreign shares were not listed on stock exchanges 10%
real estate - only in the EEA countries
assets denominated in other currencies than the euro and lats,
. overnment bonds - issued only EEA countries and OECD co-
Latvia |5V Y | 30% | 100% | 30%
untries; stocks and corporate bonds - only those that were li-
sted on stock exchanges of EEA countries and OECD countries
Lithuania no restrictions - 100% | 58%
Poland foreign assets 5% 5% | 1%
Slovakia foreign assets 70% | 70% | 42%

On the basis of a data abovementioned table data the following features of the
international investment of pension assets are identified:
— international investment asset accumulation pension funds are established in

all the reviewed countries;

— level of international diversification of assets in these countries differs signi-
ficantly, for example in Poland the international investment share is 1%, while in
Estonia — 72%;

8Made by authors and based on: Financial Supervision Commission of Bulgaria — http:/www.
fsc.bg ; Financial Inspection of Estonia — http://www.fi.ee ; Hungarian Financial Supervisory Au-
thority — http:/www.pszaf.hu ; The Financial and Capital Market Commission of Latvia — http://
www.fktk.lv; Lithuania Insurance Supervisory Commission — http:/www.dpk.lt ; Polish Financial
Supervision Commission — http:/www.fsc.pl ; National Bank of Slovakia — http://www.nbs.sk
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— share of international investments in the portfolios of accumulating pension
funds is lower than the maximum allowed. Thus, the share of international inve-
stment is 16% in Hungary, in Latvia 30%, 35% in Bulgaria than the permitted
maximum 100%;

— the most severe restrictions on the implementation of international invest-
ments are in Poland (allowed to invest abroad up to 5% of pension assets), while in
Lithuania any restrictions are absent;

— foreign currency denomination restrictions are established in Bulgaria and
Latvia, the requirement currency matching is introduced in Hungary;

— investments limits to countries outside the European Economic Area and
which are not members of the Organization for Economic Cooperation and Deve-
lopment are established in Estonia, Hungary and Latvia;

— assets type restrictions are introduced in Hungary and Latvia.

So, considering the above mentioned, we may notice that the cumulating pen-
sion funds have benefits from international investment, but do not make diversifi-
cation into international assets as modern portfolio theory recommended.

Considering the analysis of international experience we can provide separate
components of state regulation of pension assets international investment. These
components are presented in Figure 1.

According to Figure 1, the subject of state regulation of pension assets inter-
national investment is the State Commission for Regulation of Financial Services,
and goal of state regulation is the process of accumulation pension funds assets
placing on international financial markets.

Considering the form of state regulation of international investment of pension
assets, you can not leave aside the legal, administrative and economic forms. Le-
gal form of regulation is leading, as administrative and economic forms of regula-
tion based on legal grounds.

The administrative form of regulation is implemented using such tools as es-
tablishing a direct prohibition, restrictions on pension assets international invest-
ment amounts, establishing the procedures for obtaining official permission for
international investment and so on.

Economic form of regulation includes currency and tax regulations. Instru-
ments of monetary control are: prohibition or restriction of investments into assets
denominated in particular currencies, and currency matching requirement, i.e. set-
ting the share of pension assets and liabilities that they meet in the same currency.
This requiring pension funds to create additional reserves if the currency compo-
sition of assets and liabilities do not match. Tax regulation provides for taxation on
investment income, the introduction of tax incentives and penalties. Instrument of
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Compounds of state regulation of international assets investment to cumulating pension funds

Stakeholder State Commission for Regulation of
Financial Services

The main purpose - protecting the interests of
accumulatiti pension funds

Other objectives:
maintaining domestic tax base;
the internal sources of debt financing of government
programs;
deficit correction, maintaining exchange rate stability and
an independent monetary policy;
development of domestic capital market

Objectives
(Functions)

Tools

Legal Financial
(Resources)

Organizational Technical

Legal form

Administrative structure:

prohibition of direct, quantitative restrictions, establishing
procedures for obtaining permission.

Economic status:

currency regulation - monetary matching requirement,
prohibition or restrictions on investments in assets
denominated in a particular currency;

tax regulations - tax rates, tax incentives, penalties;
transaction costs reculation

Forms and
tools

Goal The process of pension assets

allocation on international financial markets

Fig. 1. State regulation components of assets international investment
to accumulating pension funds.

economic regulation based on indirect influence is regulation of transaction co-
sts, i.e., the broker’s commission, fees for processing transactions and managing
a portfolio of international investments.

Let’s analyze investment opportunities in international asset accumulating
pension funds in case of implementation of mandatory funded pension insuran-
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ce in Ukraine. According to the Concept of further pension reform’, this type of
insurance can be implemented in Ukraine during the 2014-2017. According to
expert estimates, the amount of insurance premiums at the end of the first year
after implementation will be exceeded $ 200 millions, and over the next decade
will reach over $ 200 million'°.

While placing this investment resources in the domestic financial market of
Ukraine may have the following problems:

— lack of options for diversification of assets of domestic pension funds and
investment portfolio due to poor structuring of the economy;

— unwillingness of domestic capital market to provide the growth of accumu-
lating pension funds assets by total supply, quality, liquidity and availability of
assets;

— considerable political risk, macroeconomic shocks, high inflation, which re-
duces the cost of domestic financial assets;

— revenue volatility and therefore high risk assets, etc.

Consequently, international investment is a choice when placing retirement
assets in certain limits will improve the diversification of investment portfolios,
increase liquidity and reduce systemic risk investments.

According to the Law of Ukraine “On Compulsory State Pension Insurance™"!,
pension assets of mandatory funded pension fund may consist of:

— securities which redemption and income guaranteed by governments of fore-
ign countries which debt rating is not less than Class A at scales established by the
rating companies Standard and Poor’s, Moody’s or Fitch;

— foreign bonds with investment grade rating of A or higher on a scales esta-
blished by the abovementioned rating companies;

— shares of foreign issuers that are in circulation on organized stock markets
and were listed on stock exchanges like New York, London, Tokyo, Frankfurt or
trade-informational system NASDAQ.

Thus, the current legislation of Ukraine nowadays does not provide quantita-
tive restrictions of international investment to mandatory funded pension funds,
although all the EU countries of Central and Eastern Europe, except Lithuania,
have such restrictions.

® KOHILEMI[is MOAANBIIOr0 MPOBEACHHS MEHCIHHOT pedOpMH, CXBajeHA PO3MOPSIKCHHIM
Ka6inety MinictpiB Ykpainu Ne 1224-p, Bix 14 xostas 2009 p.

1YB.B. K 0 p H € B, Dinancosi incmumymu 8 Cucmemi HedepicagHo20 NeHCiilH020 3a0e3neuenns,
“Ykpaincekuii couiym™ 2006, Ne 5, c. 123.

"3akon Ykpainu «IIpo 3araisHO060B I3KOBE JIEPKABHE MIEHCIHE CTPaXyBaHHs», BiJ 9 JIHITHS
2003 p. Ne 1057-IV.
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Taking to the consideration this international experience, we believe that qu-
antitative restrictions to international investment of pension assets necessary be-
cause these can lead to positive outcomes:

1. Limitation of capital outflows from the country, the development of dome-
stic financial markets, creating conditions for investment growth.

2. Providing non-inflation monetization of the economy that would benefit mo-
netary policy of the state.

3. Reducing the dependence of situation at the domestic financial market from
global financial markets situation.

Along with the positive can be formulated adverse effects of quantitative re-
strictions on pension assets international investment:

1. Limitation of opportunities to achieve optimal balance of cumulating pen-
sion funds portfolio risk and income.

2. The similarity of the investment strategies of asset managers, reduction ini-
tiative for the implementation of financial innovation.

3. Decrease of response to changing financial market conditions, which com-
plicates the application of such methods of management of assets and liabilities
as mature matching, investment income targeting and others that require rapid
changes in modifying of particles of domestic and international stocks, bonds, in-
vestment portfolios, using the derivatives and so on.

Some recommendations for reducing of the negative impact of quantitative re-
strictions on pension assets international investment will help on their practical
application in Ukraine:

* Firstly, the positioning of the pension assets in foreign currency, thus incre-
asing their real yield and inflation will allow for the additional hedging cost of
pension assets.

» Secondly, permission to invest pension assets into domestic mutual funds
that specialize in international investments and assets.

* Thirdly, the application of international pension swaps, which provide equ-
ivalent in terms foreign cumulating funds investment into Ukrainian pension
funds securities.

* Fourthly, the use of derivatives with underlying asset with a fixed yield, de-
nominated in foreign currency that will allow hedge short-term currency fluctu-
ations.

* Fifthly, creation of favorable conditions for developing the domestic capital
market by introducing financial instruments attractive for accumulating pension
funds, including long-term government bonds with a sufficient level of real yields,
continuation of the privatization process to enhance stock market capitalization.
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In conclusion, it can be argued that the additional risks of investing pension
assets in international financial markets require government regulation of pension
assets international investment, which can provide effective balance between be-
nefits and costs for pension funds participants and for state.

Since the problems of state regulation of pension assets international invest-
ment is relevant in view of the future introduction of mandatory funded pension
insurance in Ukraine should continue conduction of research in this direction.

LITERATURE

T'opronoB N.10.: HerocynapctBennsie neHcuonHsle Gponsl Poccun: YuebH. mocobdue. 2-¢
u31., mepepad. u nom. Mpkyrtek: Uzn-so BI'YIII 2004.

3akon Ykpainn «[Ipo 3araisHOOOOB’SI3KOBE JepkaBHE IEHCiHHE cTpaxyBaHHsS» Bix 09
sunHs 2003 p. Ne 1057-IV.

KoHueniisi mofanabmioro mpoBeNeHHs MEHCIHHOI pedopmu, CXBajeHA PO3MOPSIKEHHIM
Kab6inetry MinictpiB Ykpainu Ne 1224-p Bix 14 xostas 2009 p.

KopHes B.B.: ®iHaHCOBI iHCTUTYTH B CHCTEMI HEACP KaBHOTO IEHCIHHOTO 3a0e31edeHHs .
“Yxpaincekuii couiym™ 2006, Ne 5, c. 115-123.

Kysnemora A.S.: Micue i ponbs HeiepXKaBHAX EHCIHHIX (OHIIIB HA (POHIOBOMY PHHKY
VYkpaiuu. “Bicauk Ykpaincekoi akanemii 0aHkiBchkoi cripaBu’ 2009, Ne 2(27), ¢. 7-13.

Haymenkosa C.B.: ®OyHkuioHyBaHHA HEAEp)KaBHUX IEHCIHHUX (OHIIB Ha PHHKY
¢inancoBux nocnyr Ykpainu. “@inancu Yipainu” 2010, Ne 4, c. 3-16.

Tepemenko I'M.: CraHOBIEHHS Ta PO3BUTOK CHCTEMH HEIEP)KaBHOIO ICHCIHHOTO
3abe3nedyeHHs B YkpaiHi. “Hayxosi mpami HA®I” 2009, Ne 1(46), c. 51-57.

®enoror J.1O.: HerocynapcrBeHHble NEeHCHOHHBIE (QOHIBI B coBpeMeHHOH Poccun:
Momnorp. Mocksa: M3n-Bo Han. un-ta 6uzneca 2005.

MMapno V., Anexcaunaep I, boitnu JIx.: UuBectunuu. Ilep. ¢ anmi. MockBa:
Wndpa-M 1997, 1024 c.

Financial Supervision Commission of Bulgaria — http://www.fsc.bg/

Financial Inspection of Estonia — http://www.fi.ee/

Hungarian Financial Supervisory Authority — http://www.pszaf.hu/

The Financial and Capital Market Commission of Latvia — http://www.tktk.lv/
Lithuania Insurance Supervisory Commission — http://www.dpk.lt/

Polish Financial Supervision Commission — http://www.fsc.pl/

National Bank of Slovakia — http://www.nbs.sk/



54 NATALYA TKACHENKO, NATALYA TSIKANOVSKA

REGULACJA PANSTWOWA INWESTYCJI MIEDZYNARODOWYCH
W AKTYWA EMERYTALNE

Streszczenie

Na podstawie teorii inwestycji portfelowych za inwestycj¢ w aktywa migdzynarodowe uwaza si¢
tg, ktora pozwala na osiagnigcie optymalnej rownowagi ryzyka i dochodow z inwestycji portfelowych
gromadzacych fundusze emerytalne. Obecnie mamy do czynienia z zagrozeniami wynikajacymi z in-
westowania w aktywa na migdzynarodowych rynkach finansowych, z czego wynika konieczno$¢
regulacji stanu inwestycji migdzynarodowych aktywdow emerytalnych. Artykut bada doswiadczenie
zwiazane z regulacja stanu aktywow inwestycji migdzynarodowych obowiazkowego funduszu eme-
rytalnego w krajach Europy Srodkowej i Wschodniej UE: Bulgaria, Estonia, Lotwa, Litwa, Polska,
Stowacja, Wegry. Zbadano doswiadczenia zagraniczne ograniczen ilosciowych co do inwestycji mig-
dzynarodowych aktywdw emerytalnych oraz cechy inwestycji migdzynarodowych aktywow emery-
talnych w tych krajach. Poddano analizie rzadowe regulacje migdzynarodowych funduszy inwesty-
cyjnych zwiazane z akumulacja aktywow emerytalnych, w tym podmiot i przedmiot, cele i $rodki,
formy i narzgdzia. Nastgpnie sformutowano pozytywne i negatywne skutki ograniczen ilo§ciowych
inwestycji migdzynarodowych w aktywa emerytalne. Przedstawiono takze praktyczne wskazowki
dotyczace regulacji stanu migdzynarodowych akumulacji aktywow inwestycyjnych funduszy emery-
talnych na Ukrainie oraz zarysowano perspektywy dla dalszych badan.

STATE REGULATION OF INTERNATIONAL INVESTING PENSION ASSETS

Summary

This article focuses on the international investment in the pension funds assets and the achieve-
ment of the optimal balance of risk and portfolio investment income accumulation. In the present situ-
ation of the risks that arise from the investment of assets in international financial markets, on argues
whether state regulation of pension assets international investment is necessary. This paper studies
the experience of state regulation of assets mandatory funded pension funds of international invest-
ment in the EU countries of Central and Eastern Europe: Bulgaria, Estonia, Latvia, Lithuania, Poland,
Slovakia, and Hungary. The study of foreign experience allowed us to systematize quantitative restric-
tions in international investment in pension assets in these countries. The features of the international
investment of pension assets in these countries are found. This article seeks also to determine the
composition of government regulation of accumulating pension funds asset in international invest-
ment, including the subject and object, objectives and means, forms and tools. Positive and negative
effects of quantitative restrictions on pension assets in international investment are shown. Practical
recommendations are offered for state regulation of Ukrainian accumulation of pension funds asset
international investment. Eventually, the paper shows perspectives for further research.

Stowa kluczowe: fundusze emerytalne akumulacyjne, aktywa emerytalne, inwestycje migdzynarodo-
we, regulacje rzadowe, ograniczenia inwestycyjne.

Keywords: accumulating pension funds, pension assets, international investment, government regu-
lation, investment restrictions.



