FINANCE AND MANAGEMENT ACCOUNTING, ACCOUNTING

Research paper/OpurnnajiabHasi cTaThs
httpS//dolorg/l 051 176/1 997'9967'2022'3'242-258 ‘ (-‘} Check for updates ‘
MPHTH 10.67.33

JEL: G23, H24, H31 @c)

Advantages and Disadvantages of Early Withdrawal of Pension Savings:
an Expert Assessment

Assel S. Bekbossinova'”, Kuralay Y. Oshanova?, Kenzhegul K. Khassenova®, Ainur K.
Alpysbayeva‘, Altynay B. Moldasheva?®

! University NARXOZ, 55 Zhandosov str., Almaty, Kazakhstan
? KRSSL Ne54 named after I. V. Panfilov, 73 Zhibek-Zholy str., Almaty, Kazakhstan
SL.N. Gumilyov Eurasian National University, 2 K. Satbaeva str., Nur-Sultan, Kazakhstan

‘Kazakh University of Technology and Business, 374 Kayyma Mukhamedkhanov str., Nur-Sultan,
Kazakhstan

SDulaty University, 7 Suleimenova, str., Taraz, Kazakhstan

Abstract

The purpose of this research is to study the positive and negative aspects of pension savings early withdrawal.
A review of foreign experience and literature was conducted; the opinion of expert practitioners in economics, in
particular, the financial sphere, was taken into account. Since the recent reforms carried out in the early withdrawal
pension system have an impact on future pension payments, there is a need to study this issue. A qualitative research
method was applied to determine the positive and negative aspects of the early withdrawal of pension savings using
the QDA Miner Lite software. An analysis was carried out on the leading four indicators - factors, advantages and
disadvantages, and government readiness. The international experience that has been analyzed shows that in any
country, if contributors in their pension fund do not have enough savings to ensure an adequate level of replacement
rate, then early withdrawal of funds is not allowed. Their further savings and investment are provided. The opinions
of experts regarding the premature use of pension savings are divided. Suppose some believe this situation will lead
to an imbalance in the pension system and insufficient pensions in the future. Others believe that it will improve the
current well-being of the population. Experts also note that the efficiency of the UAPF will not improve in any way,
and the effect on the economy and the population’s welfare will be indistinct and short-term. The results of the study
can be used for further development of the pension system.
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Tyiiin

OcBI 3epTTeyIiH MaKCcaThl 3eHETaKbl JKHHAKTAPBIH MeP3iMiHEH OYPHIH aTyABIH OH ’KOHE TepPiC KAKTAPBIH 3ePTTEY
Ooutbin TaObLIA B, ByIt yIIiH mieTenuik Toxipude MeH o1edueTKe oIty XKYpri3iie i, COHai-aK SIKOHOMHKAJIBIK, aTar
alTKaHJa KapKbl CalaChIHIAFbI capariibl- -IIPAKTUKTEPIIH MiKipi eCKepinez[i 3eiiHeTaKbl myﬁecin[e M€p3iMiHeH
OYpBIH AIIBII KO GOMBIHIIA JKYPIi3UIreH COHFBI pedpopmanap Oonamiak 3eiiHeTakbl TONEMICPIHE dCEp CTETIHIKTCH,
OyJ1 MocelieHl 3epreney KaKeTTiri TYBIHIAM OTHI. 3eprreynin camansl omici QDA Miner Lite Oar1apaMaIbIk
YKacaKTaMachlH KOJIIaHa OTBHIPBIN, 3eHHETaKbl )KMHAKTAPbIH MEp3iMiHEH OYpbIH alTyJIbIH OH JKOHE Tepic jKaKTapbhlH
AHBIKTAY YIIIiH KOJIAAaHBIIAaAEL. Tanmay HeTi3ri TOPT KOPCETKII - apTHIKIIBUTBIKTAp MEH KEMIILTIKTEp, (haKTopiiap MeH
YKIMETTIH JaiibIHABIFbI OOWBIHIIA KYPTi3inal. Tanganran XxaublKapaliblK TOKIPUOE KOPCETKEHICH, Ke3-KeJITeH eIlIe,
erep caJbIMIIbUIAP/Ia OJIap/bIH 3€HHETAaKbl KOPBIH/A aybICTEIPY KO QHUIUCHTIHIH O0apabap JeHIeiiH KaMTaMachi3
eTy YIIiH XHHAK >KEeTKITIKCi3 0oJca, OHIa KapakaTThl Mep3iMiHeH OYphIH aiyra xoi Oepinmmeiini. Omapasl ogan
opl YHEMJIeY )KOHE MHBECTHUIIMSIIAY KAMTaMachl3 eTijie/ll. 3elHeTaKbl )KMHAKTAPbIH MEp3iMiHeH OypbIH Naiananyra
KaThICTBI CapallllbUIap/ibIH MIKipi ekire Oeninai. Erep onapubiy keiGipeyiepi Oyl sxkarail 3eHHeTaKbl xKyliecineri
TEHTepiMCI3/IiKKe KOHE GOIalaKTa 3eHHeTAKBIHBIH XKETKUTIKCI3iriHe okene i fer canaca. backanapsr 6y1 Xa bIKTEIH
Kasipri o- -ayKaThIH XKaKcapTa/bl Jer canaiapl. CoHlaii-aK capanuibuiap aran eTkenzei, bK3K THIMALTITT Oyaan
JKaKcapMail/ibl, ai SKOHOMHKA MCH XallbIKTBIH OJ-ayKaThIHa OCepi a3 jOHE KbICKa Mep3imii Oomamel. 3eprrey
HOTIKEJIePiH 3eiHeTaKbl )KYHeCiH 0JJaH api JIaMBITY YILIIiH Haiiananyra 00Iaibl.

Tyuin cesoep: 3eiiHeTaKbl *Kyiieci, 3eHHETaKbl XMHAKTapbIH Mep3iMiHEH OypBIH ally, 3eHHETaKbl KyHeciH
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AHHOTAIUA

L{enbt0 JTAHHOTO KCCIEIOBAHUS SIBIISCTCS M3YYCHUE MOJIOKUTEIBHBIX U OTPHULATESIBHBIX CTOPOH JOCPOYHOIO
U3BSITUS ICHCHOHHBIX HAKOIUIEHUU. J[J1st 3TOro mpoBoaMTCsl 0030p 3apyOeKHOrO OMbITa U JIMTEPATYPHI, a TAKKE
YUUTBIBAETCS MHEHHE SKCIIEPTOB-NPAKTHKOB B 3KOHOMHYECKOW, B YaCTHOCTH (pUHAHCOBOM cdepbl. [Tockonbky
nocienHue pedopMbl, MPOBEICHHBIC B MEHCHOHHONW CHUCTEME IO TOCPOYHOMY H3BITHIO, OKA3hIBAIOT BIIMSHUC HA
Oy/yliie MEHCUOHHbBIE BBIILIATHI, CYIIECTBYET HEOOXOAUMOCTh M3yUeHHE JaHHOTO Borpoca. KadecTBeHHbII MeTO
WCCIIeIOBAaHHUS MPUMEHEH /Uil ONPEJENICHUs] TOJIOKHUTENbHBIX U OTPHIATEIbHBIX CTOPOH JOCPOYHOTO H3BSITHS
MICHCHOHHBIX HAKOIUICHUI C MCIOJBh30BaHUEM MporpaMMmHoro obecrnedenus QDA Miner Lite. AHaau3 mpoOBOIHICS
110 OCHOBHBIM YETBHIPEM IOKA3aTENISIM - MPEUMYIIECTBAM U HEJ0CTaTKaM, (pakTopaM ¥ TOTOBHOCTH MPABUTEILCTBA.
MesK1yHapOIHbI# OTIBIT, KOTOPBIH ObLT MPOAHATM3MPOBAH, MOKA3bIBAET, YTO B JIFOOOH CTpaHe, €CITH Y BKJIQIYMKOB B HX
MICHCHOHHOM (DOH]Ie HEZIOCTATOUHO HAKOIUICHHUH Tl 00ecieueHus aleKBaTHOTO YPOBHS K03 (HUITCHTa 3aMEIICHUS,
TO IOCPOYHOE U3bSATHE CPEJICTB HE JOMyCcKaeTcst. A o0ecrieunBaeTcs ux JalibHellee coepekeHne 1 HHBECTUPOBAHHE.
MHeH#e 9KCIEePTOB MO MOBOJIY MPEKAEBPEMEHHOIO UCIIOIB30BaHHS TIEHCUOHHBIX HAKOIICHUH pa3enmiuch. Ecnu
HEKOTOPbIC U3 HUX CUUTAIOT, UTO JaHHAsI CUTyAIlHs IIPUBEICT K AUCOaIaHCy IEHCHOHHOM CUCTEMBI i HETOCTATOYHOM
neHcuit B Oyaymem. To Apyrue CYMTaroT, 4To 3TO YIIyUIIUT HbIHEITHEeE OJIaroCOCTOsIHUE HACeNIeHNUs. TaKice FKCIIEPThI
oTMedaroT, uTo 3 pextuBHOCTs EHII® 0T 3TOr0 HUKAK HE YyIydImTcs, a 3 (GeKT Ha SKOHOMHUKY U OJIaroCOCTOSTHHE
HACCJICHUSI TIPU 3TOM OYIeT HEBHATHBIM M KPAaTKOCPOYHBIM. Pe3yIbTaThl UCCICIOBAHUS MOXHO HMCIIOJIB30BATh JIJIS
JIATTbHEHIIIEr0 Pa3BUTHS TICHCHOHHON CUCTEMBI
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Introduction

In the pension system of the Republic of
Kazakhstan, there is still a set of unsolved issues.
In this connection, the head of state instructed
the National Band and the Government of the
Republic of Kazakhstan to resolve the issues of
unemployment and decrease the Pension Fund
replenishing jointly. One of the current problems is
the low level of pension savings.

Despite this, in 2021, there appeared changes
in the pension system, more precisely in the early
withdrawal of pension savings. The decision for
savings withdrawal is related to housing purchases,
treatment, and transfer of surplus to investment
management companies. This phenomenon can be
considered unique since there have been no such
updates to pension systems during COVID-19
observed in Chile and Kazakhstan. According
to Chilean experts, this jeopardizes assistance
to older people who may be left without support
(Kay &Borzutzky, 2022). Opponents of this
measure argue that the early withdrawal of
pension savings is incompatible with the logic
of the Chilean social security system. Because it
is based on long-term savings as an investment
and growth strategy. In Chile, the withdrawal of
pension savings was allowed to overcome the
crisis caused by COVID-19. Payments could be
used without any restrictions regarding purposes
of spending (Lorca, 2021). In addition, in
Kazakhstan, there are specific goals for which
pension savings can be used. In Kazakhstan,
as well as in Chile, there are supporters and
opponents of these innovations. However, the
reform may adversely affect the welfare of the
population and the pension system in Kazakh-
stan in general in the future.

Early withdrawals from retirement accounts
have positive and negative effects on the
economy. In view of the fact that early withdrawals
reduce pension savings while allowing people to
cover current needs.

The purpose of the funded pension system
is to ensure an adequate standard of living after
retirement. The regularity and size of contribu-
tions are positive factors that affect the number of
funds received in the future by pensioners. This
means that withdrawing funds from the pension
fund leads to a decrease in the final pension
amount. Before withdrawing pension funds, it is
worthwhile to critically evaluate the present and
future priorities.

In particular, the sufficiency of citizens’
savings to ensure decent pensions in the future
is the main reason for the increase in sufficiency
thresholds in April 2022. It is worth mentioning
that international experts support this decision. For

example, experts from the global pension index
MCGPI (Mercer CFA Institute Global Pension
Index), who annually conduct research and
evaluate pension systems in the world, recommend
ensuring the safety of savings for pension purposes
by limiting early withdrawals of pension savings
so that savings are saved to retirement age and
fulfilled their main purpose.

Early cash outflows from the accumulative
pension system reduce the investment opportu-
nities of pension assets and affect investment
returns and inflation. In addition, a significant
part of pension assets is invested in the domestic
economy, contributing to its strengthening
and development. Unbalanced early capital
withdrawals may adversely affect the structure
of the portfolio of pension assets and, as a result,
investment returns.

According to UAPF calculations, about
700,000 people can benefit from the -early
withdrawal of pension savings. As a result,
from January 2021 to January 1, 2022, 781,736
applications from depositors were executed to
improve housing conditions, which amounted
to 2.5 trillion KZT. 143.4 billion KZT was
allocated for treatment, and 159,591 applications
were satisfied. 7.4 billion KZT to management
companies (UAPF, 2022). Every citizen who was
given this opportunity took advantage of it, despite
the risks that may arise at retirement age.

It is already the case that retirement-age
people in Kazakhstan have lower incomes than
their young compatriots, the replacement rate is
currently 40%, of which the state provides 30%.
In OECD countries, pensioners earn, on average,
70% of the median income. Not surprisingly, the
poverty rate in this category is above the national
average. In several rich countries, such as the USA,
Australia, and Korea, the poverty rate among the
elderly exceeds 20%. However, the most alarming
thing is that this figure is growing.

Despite the negative trends in savings,
decisions are being made in the country on an early
withdrawal. In this regard, the question arises as
to whether this is the right decision. In this paper,
an attempt is made to answer this question through
the study of foreign experience, as well as using
the opinion of Kazakhstani experts in Internet
resources. This paper attempts to answer this
question through the study of foreign experience.
The opinion of Kazakhstan experts is also used to
determine the positive and negative aspects of the
early withdrawal of pension savings.

Thus, the purpose of this article is to study the
positive and negative sides of the early withdrawal
of pension funds through the opinion of experts.
The study’s novel study identifies the advantages
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and disadvantages of early premature drawl of
funds from pension savings in Kazakhstan. It also
includes the research methodology, which differs
from other studies in the following. There are used
interviews of experts. QDA Miner Lite software
was used to provide the analysis of the interviews
of the experts.

Literature review

In foreign literature, studies of the causes
of premature withdrawal of pension savings
highlight several factors. The first is the loss of a
job. Further, such costs as payment for education,
the purchase of their own housing, and the costs
associated with health. Moreover, studies show
that vulnerable populations who experience
significant financial loss or hardship are more
likely to withdraw their pension savings for
various purposes. Consequently, socially and
economically vulnerable populations are the
main context for premature withdrawal of funds
from personal pension savings (Andrew et al.,
2021). Pension savings early withdrawal results
in two significant problems. Firstly, when pension
savings are withdrawn in advance, value is
calculated at the level of depressed asset value;
secondly, it lowers future pension payments
(Yermo, 2021).

It should be noted that in the United States,
the system of pre-retirement withdrawals of
pension savings is regulated by the state and the
employer. There are specific mechanisms that act
as demotivators. Thus, US residents aged 59.5+
are exempted from a fine when withdrawing
pension savings in advance. Residents aged
25 - 59.5 years are taxed at a rate of 10% of
the withdrawal amount, the amount of which
is also differentiated (Butrica et al. 2010). In
addition to the United States, the possibility
of early savings withdrawal is also observed
in other developed countries. However, there
are significant differences. For example, in the
UK, Singapore, and Germany, an important
difference from the liquidity system of pension
savings in the US is that employers generally
discourage early withdrawal, regardless of the
purpose of the cost. However, payments can
be assigned, and in some cases exclusively,
to disabled people and people with incurable
diseases (Beshears et al., 2015).

It must be underlined that the pension
systems of Singapore, as well as in Malaysia, are
also involved in social insurance mechanisms.
Thus, pension funds maintain both pension
accounts and special accounts of citizens related
to the provision of social insurance. Thus, such
a comprehensive pension savings provision

246

includes three types of contributions or individual
accounts. The ordinary account covers all issues
related to homeownership, insurance of payment
for education. Next, special accounts are related
only for retirement contributions. The last one
is the medisave account, which covers expenses
related to health issues, namely approved
medical expenses (Kuhlmann & Nullmeier, 2022;
Bilyy, 2022).

However, people are eligible for -early
withdrawal when they turn 55. Before, they were
allowed to withdraw about 50% of their savings
for personal spending with no specification.
Unfortunately, there appeared to be a money-
spending problem. In order to protect people
from useless spending, the government’s strategy
included gradual reduction of the amount for
withdrawal. (Agarwal et al. 2019). Even more,
early withdrawal developed in people’s desires
to spend money on unhealthy lifestyle as alcohol
consumption. Such behavior could have had a
major impact on the health of pensioners (Kim
& Koh, 2020).Thus, in the case of Singapore
and Malaysia, it would not be entirely correct
to talk about the possibility of early withdrawal
of pension savings unless, of course, we equate
early retirement with early withdrawal, the
possibility of which is provided for by the
legislation of many countries, subject to a number
of conditions

Various factors cause early withdrawals, but
the outcome is the same for any pension scheme.
Regardless of the purpose or the amount of taken
money, retirement income will be reduced. In
China, the government is trying to change the
strategy of early withdrawal of pension funds, as
it can negatively impact the country’s economy
and financial stability for pensioners in the future.
Most of the economy in China is occupied by
the self-employed population, which makes their
access to pension funds more flexible, than
those who have ordinary jobs. This is because
the systems of pension contribution are divided
into two different approaches mandatory and
voluntary (Xiang, 2021). However, in times of
crisis, governments relied on pension funds as a
quick solution to the provision the population with
means of living (Lorca, 2021). For instance,
in Chile, people had access to their personal
pension funds accounts as direct contributions
during the crisis period of COVID-19. The main
reason was the loss of jobs and unexpected
expenses related to social issues such as health
conditions and provision of living. Even though
people withdrew money from their personal
accounts, which in Chile is not regulated
strictly by the government, thus making it more
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flexible, according to experts, will have an impact
on the future (Kay &Borzutzky, 2022).

Some studies define financial and non-
financial reasons for early withdrawal of savings.
They consider financial difficulties, as well as
the economic crisis, as factors contributing to
increased demand for early retirement savings.
They also note that early withdrawal of funds
from pension savings increases the attractiveness
of pension savings (Mckenzie & Liersch, 2011;
Klein & Pais, 2020). Moreover, Lee and Hanna
(2020) identify financial and non-financial shock
as one of the main factors influencing the early
withdrawal of pension savings. Financial factors
relate to the loss or reduction of earnings and the
cost of needs related to medicine. They relate the
birth of a child, loss of a breadwinner, or divorce
as non-financial ones.

There are three main groups of factors that
influence the decision for early retirement. Health
factor includes cases of disability, incurable
illness, and medical expenses. For necessary
expenditures, the following reasons relate to
property-purchasing, education, financial crises,
job loss, or unemployment. Interestingly, in some
countries, such as Korea, they are allowed to
withdraw pension savings for wedding expenses
(Argento et al. 2014). The third group of identity
factors in the case of migration and reaching a
particular age. In the majority of the countries,
it is 55. There is also a group of factors that
have no specific reason for withdrawing money.
Therefore, the amount that could be withdrawn is
relatively small (OECD,2019).

Depending on the provided literature
review, it was revealed that the early withdrawal
of pension savings before reaching retirement
age is a case of chance. At the same time, most
countries’ age range for pre-retirement withdra-
wals is 55 years. However, in Kazakhstan,
according to implemented recent changes in the
pension system, the amount of current savings
taken is the main condition for early withdrawal
of pension savings. The amount of withdrawals
depends on the sufficiency threshold, which
is determined for each age separately. This is
the uniqueness of the Kazakh experience. It
is important to understand the importance of
such changes impact on the well-being of the
population. Therefore, for the assessment of
wellbeing, new indicators are needed, which are
related to early pension savings withdrawal.

The international experience that was
analyzed preliminary shows that in any country,
early withdrawal of funds is not allowed if
contributors in their pension fund do not have
enough savings to ensure an adequate replace-
ment rate. Moreover, their further savings and
investment are ensured. There is also a difference

in the object of the research. If the studies in the
literature review their object of the research were
consumers of early withdrawal of pension savings
service, the current research object was opinion
of experts-practitioners.

Kazakhstan practice

According to the Law “On Amendments
and Additions to Certain Legislative Acts of the
Republic of Kazakhstan on the Restoration of
Economic Growth”, citizens receive the right to
use part of their pension savings to improve their
living conditions, treatment that is not included
in the guaranteed volume of free medical care
and compulsory social health insurance.

Pension savings can be used by citizens an
unlimited number of times within the amount
of pension savings in the UAPF available for
withdrawal for housing, treatment, or transfer
to management companies. A Kazakhstani who
wants to withdraw part of his pension savings
ahead of schedule needs to reach the minimum
sufficiency threshold, that is, accumulate a certain
amount on the account. Everything accumulated
above the threshold can be spent on your needs -
treatment or improvement of housing conditions
(for example, the purchase or construction of
housing).

It is assumed that the value of the minimum
sufficiency threshold will be recalculated every
year. By the Decree of the Government of the
Republic of Kazakhstan, authorized operators for
the intended use of lump-sum pension payments
from the unified accumulative pension fund
determine:

- in order to improve housing conditions and
pay for treatment - JSC “Housing Construction
Savings Bank” Otbasy Bank “;

- in order to improve housing conditions by
making an initial contribution to obtain a mortgage
housing loan for the purchase of a dwelling and
(or) a dwelling with repairs under one bank loan
agreement; partial or complete repayment of debt
on a mortgage housing loan for the purchase of
a dwelling place and (or) a dwelling place with
repairs under one bank loan agreement; refinancing
of a mortgage loan - second-tier banks (Halyk
Bank of Kazakhstan JSC, Altyn Bank JSC,
Bank Center Credit JSC, Bank Freedom Finance
Kazakhstan JSC).

The right to use part of their pension
savings for targeted needs can be exercised by:

-working citizens with pension savings
formed at the expense of mandatory pension cont-
ributions (OPC) and occupational compulso-
ry pension contributions (OPPC). The right
to targeted use is provided for citizens who
have savings exceeding a certain threshold
of sufficiency. The latter will be determined
separately for each age;
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- established pensioners  (including
pensioners from law enforcement agencies)
- within no more than 50% of the remaining
amount of pension savings in the UAPF.
Provided that the total amount of their pension
(including old age or service pension, basic
pension) provides a replacement for lost income
at a level that meets international standards (at
least 40%).

- people who have concluded pension
annuity agreements with insurance companies,
providing them with lifelong annuity payments.

The difference between  Kazakhstan
and other countries is that there are no age
thresholds. The most important condition is
to have an amount greater than the sufficiency
threshold.

Early withdrawal of pension savings in
Kazakhstan began in January 2021. This service
was available to about 700,000 depositors of
UAPF JSC. Most of the savings from January
2021 to January 2022 were used to improve
housing conditions (Table 1).

Table 1 - Amounts of early withdrawals by the purpose
for January 2021 to January 2022, KZT

No. Goals Amount
Transfers to insurance

1 companies 50772836,00
Improvement of living

2 conditions 1978850805,00

3 Treatment 49 985 718

4 Total 2245226628,00

Note - compiled by the author based on the data of
JSC «<UAPF»

A total of 2.9 trillion KZT was used, of
which the central part was used to improve
housing conditions, almost 95% of all early
withdrawn pension savings. For treatment and
transfers to insurance companies, almost 60.5
and 123 billion KZT, which is 3% and 6%,
respectively, of the total withdrawals. Withdrawal
of pension funds was offset by a significant
increase in pension deposits and very high
investment income. So, according to the results of
two months of this year, the number of contribu-
tions to the UAPF increased by all types: manda-
tory pension contributions - by 27.9% over the
year, to 232.3 billion KZT; mandatory professional
pension contributions - by 33.4%, to 13.2 billion
KZT; on voluntary pension contributions -
immediately by 72.6%, up to 180.3 million KZT.
Since the main amount was used to improve
housing conditions, it would be correct to
consider for what purposes and how much pension
savings were used (Figure 1).
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Citizens of Kazakhstan mainly used their
pension savings to purchase housing (35.14%)
to improve housing conditions. In monetary
terms, this is more than 550 billion KZT. Further,
to replenish the deposit in Otbasy Bank JSC
(20.86%), also to partially repay the debt on a
mortgage-housing loan (within the framework
of financing by an Islamic bank) (15.83%), and
partially repay the debt on a mortgage loan on a
system of housing construction savings (14.97%).
The smallest share is occupied by the category of
refinancing a mortgage loan - 0.02%. Obtaining
a housing mortgage loan under the system of
housing construction savings (excluding construc-
tion) is 4.61%. It can be said that all purposes
provided under the category «improvement of li-
ving conditions» were used but to a different extent

Residents of the city of Almaty, Nur-Sultan,
and the Mangistau region largely took advantage
of their pension savings (Figure 2).

The smallest number of applications were
in the city of Semey and the North Kazakhstan
region. As a result of the above, we can say that
Kazakhstanis living in more developed regions
and with high wages have more opportunities to
use and accumulate a sufficient amount in their
pension accounts. And that almost everyone who
had an amount above the sufficiency threshold
used their savings.

Methodology

This research methodology of the current
study is based on the works of Agarwal, Pan and
Qian (2020), Lorca (2021), Kay and Borzutzky
(2022), and Kim and Koh (2020) who they provided
an analysis of pension withdrawals based on
secondary data. They used existing survey soffered
by the government regularly, statistical data for
official institutions such as local banks, and open
sources for the comparative regional analysis.

However, this paper provides an analysis of
early pension withdrawals in Kazakhstan. Due
to the fact that official bodies provide no recent
interviews, the data was collected differently. There
were conducted sixteen semi-structured interviews
with experts in the field of pension studies. The
main questions of the interview were focused on
identification of advantages and disadvantages of
pension funds early withdrawal. The results of the
interview also allowed analyzing the factors, which
motivated people to withdraw personal pension
savings and the level of government readiness to
upcoming conditions, which will be resulted from
early withdrawal. The experts were selected on the
basis of involvement in the financial sector and
experience in the pension system.
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Not determined 1,41
Replenishment of the contribution to housing construction savings for.. 20,86
Buying a house (apartment) under an agreement on equity participation in..| 0,13
Buying land for t building a house or a personal subsidiary plot (final..] 0,2
Full payment under long-term lease agreements with the right to purchase,..| 0,15
Partial payment under long-term lease agreements with the right to.. i 0,86
Mortgage loan obtaining for the construction of an individual residential..] 0,05

Mortgage housing loan refinancing , housing construction savings 0,04

Mortgage loan full repayment, housing construction savings 1,26
Mortgage loan partial repayment , housing construction savings

Obtaining a housing mortgage loan, system of housing construction..
Refinancing a residential mortgage loan
Mortgage housing loan Full repayment (& financing by an Islamic bank)
Mortgage housing loan Partial repayment (& financing by an Islamic bank)
Mortgage housing loan down payment (& financing by an Islamic bank)

House construction(if there is own land)

Buying a house

35,14

0 10 20 30 40

Figure 1 - The share of pension withdrawals for one-time pension payments for the improvement of housing
conditions, %

Note - compiled by the author based on the data of JSC «UAPF»

Amount(mln.tg.) B Applications

Shymkent city branch

Nur-Sultan city branch 67370

Almaty city branch 37973 111821
Turkestan regional branch

North Kazakhstan regional branch
Regional branch in Semey
Pavlodar regional branch
Mangystau regional branch 62273
Kyzylorda regional branch
Kostanay regional branch
Karaganda regional branch

West Kazakhstan regional branch
Zhamby]l regional branch

East Kazakhstan regional branch
Atyrau regional branch 49733

Almaty regional branch

Aktobe regional branch

Akmola regional branch

Figure 2 - Number of applications and amounts for early use of pension savings by regions of the country, units, and KZT
Note - compiled by the author based on the data of JSC «UAPF»
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To analyze qualitative data from interviews,
there was used QDA Miner Lite software. There
were researched answers from 16 experts. The
focus of questions was related to factors or

drivers that motivated people to withdraw pension
savings. These drivers motivated the government
or put in such asituation to allow early withdrawals
from pension savings.

Table 2 - The results of coding the interview through the QDA Miner Lite program

Code

Category

Description

% Code

% Case

1

2

3

45

PS collapse

Disadvantage

Reduced pension payments;
Pension system collapse

7,40

31,30

Discrimination

Disadvantage

Challenging requirements,
which eliminate people with
low income or people with
previous low income;

Favors the wealthy part of the
population;

Increases inequality

8,80

18,80

Income tax

Disadvantage

Unexpected income tax

1,50

6,30

Housing_cost

Disadvantage

Increase in price for housing/
apartments/individual property

2,90

12,50

Savings_threshold

Disadvantage

Challenging requirement which
eliminates people with low
income or people with previous
low income;

Increases inequality

2,90

12,50

Long-termhighwages

Disadvantage

Challenging requirement
which eliminates people with
low income or people with
previous low income;
Increases inequality

1,50

6,30

Savingsoutflow

Disadvantage

Savings outflow is the move-
ment of assets out of a country

1,50

6,30

Poor_financing

Governmentreadiness

Lack of funds;

The inability of the state to
provide all applicants with
financing

1,50

6,30

Rules_legislation

Governmentreadiness

The unpreparedness of the
legislative system

2,90

12,50

Economic realities

Governmentreadiness

Massive job loss; shadow
economy; self-employed
population; low pension
contributions

1,50

6,30

Shadow economy

Governmentreadiness

Self-employed and the shadow
economy

5,90

12,50

PS imbalance

Governmentreadiness

Mandatory pension system
imbalance

1,50

6,30

Wrong_investing

Governmentreadiness

Governments spending
pension savings of individuals,
investments, and further failure

4,40

18,80

Poor regulation PW

Governmentreadiness

Absence of regulation of
pension funds withdrawal
(purpose of funding and the
receiver of the funds)

1,50

6,30

Poorsocialstrategy

Governmentreadiness

Low system of support of the
population during a crisis

1,50

6,30
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1 2

3

4

5

Singapore model Governmentreadiness

Singapore model of the pension
system, which is difficult to
achieve in Kazakhstan

1,50

6,30

Delegatingtoprofessionals Governmentreadiness

Recommendation to involve
professionals in the field of
pension systems regulation;
Lack of specialists in pension
system management

2,90

6,30

Job_loss Governmentreadiness

Government failure in
previous years with creating
jobs;

Low system of support for
unemployed people during a
crisis

1,50

6,30

Possibility to use own savings | Advantage

People can use their savings on
personal expenses and improve
their current financial situation

4,40

18,80

Civil dialogue Advantage

Government can establish a
dialogue with the population in
terms of needs

1,50

6,30

Pensionsystemdeterioration Factors

People have a low level of trust
inthe pension system

1,50

6,30

KZTinstability Factors

Inflation or loss of assets value

1,50

6,30

Treatment Factors

Medical treatment, health
issues covering

16,20

43,80

Job loss Factors

Unemployment; job loss

1,50

6,30

Financing education Factors

Covering expenses for
education (higher education)

10,30

25,00

Housing Factors

Buying a house;
Paying out housing loan debts;
Individual house construction

8,80

31,30

Privatecompaniesmanagement | Factors

Finances for business support

1,50

6,30

During analysis there were
following principal codes were:

- Advantages

- Disadvantages

- Government readiness

- Factors

Advantages. Predicted or existing benefits
for the country and the population for early
withdrawal of pension savings.

Disadvantage. Predicted or exiting negative
effect, negative forecast of early withdrawal of
pension savings, both for the country and the
population.

Government readiness. Results of state
strategy related to early withdrawal of pension
savings. Introduction of new laws or regulations.
Future outcomes for the population can affect the
economy of the country.

Factor. Reasons for introduction of the state
strategy on early withdrawal of pension savings.

developed

Next, each major code included sub-codes.
The number of sub-codes is not equal, as it
depended on the analyses of the answers of
experts. In table 1, there is given short characteristic
for each sub-code. Also, the table shows code
values. Complete analyses of each group of codes
will be provided in the analyses part.

Before the qualitative analysis provision,
the current development of the situation in
Kazakhstan is given, including information on the
number of applicants by region and the purpose of
withdrawal (housing conditions).

Analysis and results
Expert interview analysis was divided
into four groups of indicators: disadvantage,
government readiness, factors, and advantages.
Each indicator analysis was supported by sub-
codes developed during the process of analysis.
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Disadvantages

Savings outflow

ong-term high wages

Savings_threshold

Housing_cost

Income tax

Discrimination

|11}

PS collapse

0,00% 5,00% 10,00%

15,00%

20,00%  25,00% 30,00%  35,00%

[0% Cases M % Codes

Figure 3 — Pension funds early withdrawal disadvantages, %

Note - compiled by the author

The early withdrawal of pension funds
strategy has developed several disadvantages
for the state and population (Figure 4). Based on
experts’ opinion, the main disadvantage of early
withdrawal of pension savings is the impact of
simultaneous withdrawal of large amounts of
funds by the population. This can lead to the col-
lapse of the pension fund system. Another
disadvantage for the government is pension
savings outflow, which results in the capital
outflow of the economy. The greatest disadvan-
tage for the population of this practice is that
it creates discrimination among locals. The
most significant dissatisfaction developed for

the people is that only “a few” can afford this
possibility. The strategy of the early withdrawal
of pension funds has a high threshold of available
amounts for withdrawal. Therefore, it increases
inequality. Thus, wealthy people are more eligible
according to the requirements and the criteria for
fund withdrawal allocation. Increasing interest in
buying an individual property caused an increase
in house pricing, creating more barriers for
people who need a house as a first necessity.

In line with disadvantages, experts talked
about the government’s readiness to implement
this strategy to support the population during crisis
through the early withdrawal of pension funds
policy, which is presented in figure 5.

Government readiness

Job_loss e

Delegating to professionals e
Singapore mode] ——

Poor social strategy

Poor regulation PW Eae———

Wrong_investing

PS_imbalance W

Shadow economy —

Economic realities mm—

Rules_legislation S—

Poor financing e
0,00% 5,00%

10,00% 15,00% 20,00%

% Cases M % Codes

Figure 4 — Pension funds early withdrawal government readiness, %

Note - compiled by the author
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Factors

Private companies management g

Housing '

Financing education .
Job loss -tl
Treatment  —— :
Tenge instability -tl
Pension system deterioration -tl
0,00% 10,00%  20,00%  30,00%  40,00%  50,00%

[ % Cases M % Codes

Figure 5 — Pension funds early withdrawal factors, %

Note - compiled by the author

First, some experts expressed doubts about
pension funds availability; the government
experienced failure in investing pension funds.
In addition, the shadow economy and increasing
number of self-employed people contributed to the
decrease in direct contribution funds. Secondly, the
government had to analyze the country’s economic
development before COVID-19 and during the
pandemic. On top ofthe unemployment before
COVID-19, many people were experiencing job
loss. Third, the legislative system, which would
regulate the pension funds withdrawal process, was
not well thoughtout. Thus, there was no control of

the fund’s allocation and the receiver of the financial
support. For instance, whether or not third parties
bought houses/apartments. Fourth, theintention
of the government to support the population in
crisis did not reach the target population based on
challenging requirements. Another factor was that
low trust ingovernment forced people to reduce the
number of pension funds or not provide any at all.

According to the interview analyses, there
seven factors were revealedthat had animpact on
the decision of the government and people to use
the opportunity of pension funds early withdrawal
(figure 6).

Advantages

Civil dialogue .7

Possibility to use own savings -

0,00%

5,00%

10,00% 15,00% 20,00%

D% Cases M % Codes

Figure 6 — Pension funds early withdrawal advantages, %

Note - compiled by the author

253

Ixonomura: cmpamezus u npakmuxa. T. 17, Ne 3, 2022 / Economics: the Strategy and Practice. Vol. 17. No 3, 2022



FINANCE AND MANAGEMENT ACCOUNTING, ACCOUNTING

First of all, the government followed the
goal of supporting people and allowing them
to manage their businesses, pay out their loans,
and cover expenses related to housing and
education. Nevertheless, people were driven not
only by positive solutions. The current state of
the economy pushed people to use their pension
funds due to the risk of KZT failure resulting in
the loss of their assets validity. Another factor is
that the population level of trust in the national
system of pension saving funds is relatively low.
According to the experts, it is explained by the
deterioration of the pension system in Kazakh-
stan. It is worth mentioning that governmental
readiness showed that the government attacked
qualified specialists in the pension system.

The current development of the pension
system shows a lack of specialists in this field.
Another reason for the population to use their
pension funds, especially in solving housing loan
expenses, is job loss. Therefore, people withdraw
savings to payout debt loans for housing.

Advantages, which were quite surprising,
included only indicators. First, is the possibility
of using their own funds. Experts stress that
based on the average lifespan of the population
in Kazakhstan, very few reach the age of 80.
Therefore, for them it is an excellent opportunity
to use their own funds for their needs. Second,
during the implementation of the strategy on early
pension funds withdrawal, the population and
government could establish a dialogue. The people
had the opportunity to express their opinion.

The opinion of experts was divided into two:
some believe this is a positive initiative for citizens,
while others think the opposite.

Therefore, for example, according Expert
1 there are both positive and negative sides. As
for positive sides, it was stated that Kazakhstanis
have understood that mandatory pension
contributions are not a tax to the state but property
that can be profitably disposed of. In addition, the
disadvantages include that there is a possibility
that the pension savings withdrawn from the
system are not replenished, and then the person,
of his own free will, deprives himself of part of
the future pension. Which can lead to a deteriora-
tion in the well-being of the future pensioner.

Two experts believe that mandatory pension
contributions of 10% of wages do not correspond
to foreign experience, which is higher than 13%.
Therefore, Kazakhstanis are not able to accumu-
late enough money for retirement. Moreover, the
withdrawal of pension savings can aggravate the
life of future pensioners who will take advantage
of early withdrawal.
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Expert 3 notes that the opponents of early
withdrawal consider that the main argument is that
it can seriously undermine the funded component
of the pension system formed in Kazakhstan.
Now pension money is a source of resources for
the state, the quasi-public sector, and banks. At the
same time, the expert believes the fulfillment by
the funded pension system of its main function -
pension provision - is under a huge question. This
is due to the following factors:

- the size of pension savings of the vast
majority of the local population of pre-retirement
age will not allow them to receive tangible
payments from the UAPF after retirement, and
the situation is unlikely to change in the foreseeab-
le future due to the low incomes of the population;

- the yield from managing pension assets
also leaves much to be desired - it is currently
lower than the yield on KZT bank deposits of
individuals;

- the pension system in its current form is
unlikely to ensure the preservation of purchasing
power;

- in relation to the money accumulated in
pension accounts.

“In this light, the possibility of early
withdrawal of pension savings looks more like a
boon for depositors, as it allows you to save the
value of savings. By investing in real estate, you
can reduce your debt burden by paying off your
mortgage, or you can spend money on treatment,”
said Expert 3.

Expert 4 believes that the Kazakh authorities
did not think about the consequences of the early
withdrawal of pension savings. According to
expert, the initiative may be needed, but not for the
announced goals - housing, treatment, management
of private companies.

“Many people have lost their jobs. Those
who got mortgages are now left without money.
Maybe many didn’t want to withdraw money, but
now they are forced to do it (Kazakhstan citizens
can use part of their pension savings to partially
or fully pay off debt on a mortgage housing loan
- note ed.) When we survive the consequences of
the corona-crisis, what will happen next is
unknown,» the expert said.

It was also noted that the early withdrawal
initiative was another reason for the increased
effect of inequality among Kazakhstanis. After all,
those with a significant income have more savings
and can afford to withdraw more money. Whereas
those who have less income have not even
reached the threshold of sufficiency to withdraw
part of the pension. And, the withdrawal of
pension savings can aggravate the life of future
pensioners who will take advantage of early
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withdrawal. Opponents of early withdrawal
consider that the main argument is that it can
seriously undermine the funded component of
the pension system formed in Kazakhstan. Now
pension money is a source of resources for the
state, the quasi-public sector, and banks. Since
the main function of the funded pension system is
pension provision, there is a possibility that they
may not be able to cope with it. This is due to the
following factors:

- the size of the pension savings of the vast
majority of Kazakhstanis of pre-retirement age
will not allow them to receive tangible payments
from the UAPF after retirement, and the situation
is unlikely to change in the foreseeable future due
to the low incomes of the population;

- profitability from the management of
pension assets is currently lower than the
profitability of KZT bank deposits of individuals;

- the pension system in its current form is
unlikely to ensure the preservation of purchasing
power - in relation to the money accumulated in
pension accounts.

“In this light, the possibility of -early
withdrawal of pension savings looks more like a
boon for depositors, as it allows you to save the
value of savings.

By investing in real estate, you can reduce
your debt burden by paying off your mortgage, or
you can spend money on treatment,” said Expert 5.
However, it is also said that Kazakhstanis may not
use their savings rationally due to the fact that the
country is experiencing the consequences of the
coronavirus crisis. That is, they may not want to
use part of their pension savings for partial or
complete repayment of housing mortgage debt,
but now they are forced to do it. Because of
COVID-19, many decided to work and, accor-
dingly, income. Also, the early withdrawal initia-
tive has become another reason for the increase
in the effect of inequality among Kazakhstanis.
After all, those who had higher incomes, therefore,
have more savings and can afford to withdraw
more money, while those with lower incomes
have not even reached the sufficiency threshold to
withdraw part of the pension.

In this regard, another problem arises that
this service will again be available to those who
do not particularly need housing and who have
enough money for treatment. And those who need
this function will not be available.

The high demand for pension savings is also
explained by the fact that the population has a
low level of trust in public managers. Therefore,
people have a question: why let government
managers plunder our pension money and not
allow citizens to spend it on themselves. On

the other hand, the profitability of the UAPF is
currently low, given the high inflation rate and
low life expectancy in the country, this measure
seems to be a boon for the country’s citizens now.

On this occasion, economist Expert 9 said:
“They extended this right only to a part of the
depositors. Moreover, to the smaller one, which is
the richest. The wealthier a person and the more
reliably he solves his housing problems, the more
opportunities he has to spend money on housing,
which he hardly needs. The more problems a
person has, the less he can spend. Most of the
depositors will not be able to spend anything
at all because they did not reach the amount of
sufficiency.»

Economist Expert 10 has the same opinion
and said that: «Depositors who have excess
savings are about 150-200 thousand people. This
is the figure that was also voiced by professional
institutions - the Ministry of Labor, the UAPF,
insurance actuaries. Who are these investors?
This refers to people who have received official
wages for 15 years, white, with deductions - a
good salary. So, these people have long bought
an apartment, a car, etc.» He considers this
reform to be populism since the population and
the Government of the country are led by public
opinion and all sorts of speculation that do not
correspond to reality.

Summing up, we can conclude that experts
believe that the early withdrawal of pension
savings for the pension system and the UAPF
pension fund has a negative effect. This is due to
the large outflow of pension assets and the fact
that the UAPF has a low level of profitability
due to inefficient asset management and limited
financial instruments in which assets can be
invested. Also, they believe that not everyone got
access to pension savings, or rather, only those
who already earned well and did not feel the
need. They had an excellent, stable income for
many years, above average. They have already
bought an apartment, improved their health, and
studied. As a result, the income gap widened. It
also contradicts the principles of the pension fund,
which is pension provision. However, there is a
small part of experts who consider this initiative
positive for the population in terms of improving
housing conditions and health. Even in this case,
there are pitfalls. Responsibility for the old age of
those who have withdrawal their pension savings
lies with them, since all risks must be taken
into account.
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Conclusion

The preservation of pension funds is an
increasingly urgent issue, given the increase in
life expectancy in the country, as well as the
number of pensioners. By the end of 2021, there
were already 2.3 million pensioners in the country
- 30% more than ten years earlier. Accordingly,
the importance of the funded component of the
pension system is increasing.

Provided study on the outcomes of early
withdrawal of pension savings revealed several
factors as covering expenses related to education,
healthcare, business management and housing,
Of all identified factors housing stands out as the
strongest driver for the population to withdraw
savings in advance. About 95% of the population
who withdrew money form pension individual
accounts spend them on housing. However,
reasons differ. Some people buy housing as a
necessary place for living rather than renting a
flat, for example. Others want to payout housing
debt loans and the rest want to buy or invest as an
additional property. Due to the increase in demand
for individual property, the prices for housing
increased as well, which includes purchasing
and renting. This is a great disadvantage for
those, who needed a property as a single place for
living, but who could not afford it earlier. As for
the part of the economy, it is beneficial for
country as almost all pension savings which were
withdrawn by the population stayed in the country.

Nevertheless, there were revealed govern-
ment mistakes. First of all, government in their
attempt wanted to support minorities, as too many
people needed social support and assistance due to
COVID-19. However, the requirements to match
the eligibility to take money from pension funds
were too difficult. In the result, those who needed
help still need it. Government was not ready for
and is still predicting of the future outcomes of
current pension funds withdrawal strategy. It is
worth mentioning the opinion and recommen-
dations of experts. Pension system must be
managed by professionals in this field and by
people who had experience in savings manage-
ment. Moreover, qualified personnel need to
provide analyses of not only future results for the
population but the current situation in economy
of the country. It was revealed that self-employed
people are less eager to do direct contributions
to pension funds. Therefore, government should
encourage people to leave shadow economy
and provide their retirement through direct
contributions. The process of funds withdrawal
needs a thorough management. that is, it should
not be stopped after money are taken. Government
needs to follow if the purchase and money spent

256

were really spent on the needs of the applicants.
As studies show, when people withdraw pension
funds in advance their buying behavior changes,
and they start spending savings on unnecessary
thing. Therefore, it is important to develop the
system in the way that it provides strict control of
the purpose of money spending.

Government is currently thinking of taking
the experience of Singapore as a model for
pension system development. Kazakhstan is a
developing country, therefore the model of one
prosperous country is difficult to replicate here.
Therefore, it must be developed through a mix of
experiences of other countries, developed as well.
Kazakhstan has a very large share of the shadow
economy and the population with low incomes. It
is necessary to understand the status of the self-
employed. Coverage of the working population
making adequate contributions to the funded
pension system should aim at 90%. To do this, in
developed countries there is one very powerful
tool - the universal declaration of both income and
expenses.
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