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Pawel Trippner (Poland)

DETERMINANTS
OF PENSION CAPITAL
MANAGEMENT IN POLAND

Abstract

The pension system’s construction is an important element of the public finance system
and the state budget policy. It is a relevant and important topic from the perspective of
the level of cash benefits for future retirees after they finish their professional careers.

The aim of the paper is to present and analyze the evolution of solutions in the con-
struction of the pension system in Poland since its first reform in 1999. The paper
analyzes various options of investing for future pensions allowed by law in Poland.
Simulations of the levels of future pension benefits are based on different variations,
including membership or non-membership in an Employee Capital Plan and member-
ship or non-membership in an Individual Retirement Account after the liquidation of
Open Pension Funds.

According to the calculations, the future pensioner can count on the total payment
from the commercial pillars, assuming the average life expectancy in Poland is reached:
PLN 230,100 (Option I), PLN 346,698 (Option IT), PLN 187,643 (Option IIT), and PLN
304,240 (Option IV), respectively.

It is an emphasized fact that ensuring the living standard’s expected level after reaching
retirement age is strictly dependent on voluntary investments for future benefits dur-
ing professional activity.

Keywords pension system, contribution, financial investment,
voluntary pension pillar
JEL Classification G23, G28, H53, H55, 138

INTRODUCTION

There are various solutions to provide citizens with an adequate stand-
ard of living after the end of their work. One solution is based on high
state aid through the payment of pensions by relevant institutions (in
Poland, the Social Insurance Institution); others focus on providing
citizens with commercial solutions and enabling independent invest-
ment for their future benefits through specialized financial institu-
tions (voluntary pension pillars).

The paper is a review of a study about the problem of the construction
of the pension system in Poland and the issue of ensuring the proper
standard of living after retirement.

The paper aims to present various options for future pensioners to in-
vest during their professional activity for future benefits.

Various simulations of the level of future pension benefits have been

made based on decisions concerning what the future pensioner has
selected available pension products.
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1. LITERATURE REVIEW

The pension provision literature concentrates on two
fundamental issues. The first is the problem of en-
suring the expected standard of living after a person
retires. The second is the question of the concept and
mechanism that should be used for this purpose. A
distinction can be made between the approach of the
welfare state, which for the future pensioner will take
care of his standard of living in retirement, and the
state that gives instruments and possibilities to take
care of this level independently. The above issues are
of interest to many authors of the literature. Among
the most important are works by Chréscicki (1998),
Johnson (1997), Nowak (1998), Olszewski (1999), Sas

- Kulczycka (1999), Logue and Rader (1997), Morris
(2018), and Plonka et al. (2020).

On January 1, 1999, a modified pension system be-
gan to operate in Poland as one of four reforms im-
plemented. More than 20 years after its introduction,
2020 will see the end of the system, which was in-
tended by those in power to provide citizens with de-
cent living conditions after the end of their working
lives. This section will attempt to present the system’s
evolution over more than 20 years — from the origi-
nal concept to its final form (as announced by the
current government coalition).

The financially inefficient pay-as-you-go system was
replaced by a system based on the social insurance
institution and commercial pension pillars, which
were supposed to be an additional source of future
pension payments. The starting point for the reform
of the social security system in Poland was the di-
vision of society into three groups, and age was the
criterion for division (Olszewski, 1999, p. 24):

o persons born before January 1, 1949 were not
covered by the reform; their benefits will be
paid out according to the current rules, i.e.,
they will remain in the pay-as-you-go system;

o persons born after December 31, 1948 and
before January 1, 1969 decided themselves
whether to remain in the old system or join
the reformed pension scheme;

o persons born after December 31, 1968 must

obligatorily become members of the reformed
system.
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The fundamental decision underpinning the re-
form was the assumption that future pension pay-
ments would be made from three independent
sources.

The architecture of the reform was based on three
pension pillars (Sas — Kulczycka, 1999, pp. 35-36):

Pillar I - this is the reformed SII. It has a pay-as-
you-go nature. Each insured person has his or her
pension account, where financial resources com-
ing into the company in the form of premiums are
collected. Initial capital as of January 1, 1999, hav-
ing the nature of acquired rights, was recorded on
the individual account of the insured. Its amount
will vary depending on the amount of contribu-
tions received on the account and the valorization
level made by SII.

Pillar II - it is an obligatory pension system of
a capital nature. The basis for its operation was
establishing the Common Pension Companies
- PTE, which started managing Open Pension
Funds - OPFs. Funds come to the funds from a
part of the pension contribution paid to SII, which
transfers them to OPFs. The latter aims to invest
the entrusted funds to multiply them while ob-
serving the principle of limiting investment risk.
In 2020, this pillar will be completely liquidated.

Pillar IIT - this is voluntary insurance of a capi-
tal nature, financed individually by persons who
believe that the benefits they receive from the
mandatory pillars will be too low concerning
their expectations. This pillar may have two forms
(Olszewski, 1999, pp. 26-27): a group contract con-
cluded by the employer with an insurance com-
pany or investment fund. “It has the form of an
Employee Pension Plan. The funds for this pillar
come from the part of the employee’s net remuner-
ation, which is allocated by the employee for the
purpose of retirement” (Act of April 20, 2004 on
Individual Retirement Accounts, Journal of Laws
of 2004, No. 116, item 1205, as amended). In 2019,
another product was introduced as part of the
group pension insurance, called Employee Capital
Plans. It will be presented later in the section.

Individual contract of a staff member is with an

institution, which invests the funds entrusted to it.
These are usually insurance companies or invest-

http://dx.doi.org/10.21511/imfi.17(4).2020.27
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ment funds. A member of staff shall allocate part
of his net remuneration to one of the institutions
mentioned above in order that the latter allocates
it as efficiently as possible. In September 2004, a

product called “Individual Retirement Accounts”

was introduced under the third insurance pillar
(Act of April 20, 2004 on Individual Retirement
Accounts, Journal of Laws of 2004, No. 116, item
1205 with later amendments). Several solutions
were introduced to encourage Poles to actively
launch insurance under this pillar. The main in-
centive is the possibility to avoid capital income
tax (currently 19%).

Since 2012, there have been Individual Retirement
Security Accounts. Investors can choose from
5 types of institutions to which they can entrust
funds for future pensions into management. They
are them: insurance companies; banks; brokerage
offices; voluntary pension funds; investment fund
companies.

The latter type of investor is the only one that fully
possesses the characteristics of a classical financial
intermediary (Dawidowicz, 2012, p. 10).

Individual Retirement Security Accounts operate
in a similar way to IRA, and the main difference is
the form of encouragement to save in the voluntary
pillar (Act of March 25, 2011 amending some acts
related to the functioning of the social insurance
system, Journal of Laws of 2011, No. 75, item 398):

o inthecase of IRA, it is an exemption from the
tax on capital income, which will not be paid
at the moment of reaching retirement age;

e in the case of IRSA, it is a write-off of the
amount invested (up to the applicable limit)
from the tax base in the PIT-37 income tax
settlement.

Collective investors influence the state’s financial
system and the development of the economy. They
are an important element of the demand side of
the financial market. The funds collected from
their clients invest in financial instruments, con-
tributing to the development of both money and
capital markets. The size of the financial surpluses
that go into the financial market depends on the
income that investors receive and their willing-
ness to save, understood as the renunciation of
current consumption in favor of future benefits
(Owsiak, 2002, p. 220).

In the initial period of the financial market in
Poland, banks and, to a lesser extent, insurance
companies were the dominant financial investors
category. An important moment was the emer-
gence in the financial system of investment fund
companies (formerly trust companies) whose
products became an alternative form of capital
investment by investors (Pietrzak, Polanski, &
Wozniak, 2019, p. 18).

The first legal act that regulated the activity of
CPCs and Open Pension Funds in Poland was the
Act of August 28, 1997 on the Organization and
Functioning of Pension Funds (Journal of Laws
of 1997, No. 139, item 934). Some of its provisions
concerning the level of contributions transferred
to open-ended pension funds were changed due to
which a new legal order was in force from May 1,

Source: Own study based on www.knf.gov.pl

Reformed pension system

/V

V\

Pillar I = SlI Pillar Il — OPF Pillar Il
12.22% 7.3% Individual decision on the

of gross income

of gross income

level of invested capital

Figure 1. Architecture of the reformed pension system in Poland — condition
in the timing of the pension reform

http://dx.doi.org/10.21511/imfi.17(4).2020.27
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Table 1. Distribution of premium between OPF and sub-account at Sll from 2011

Source: Act of March 25, 2011 amending some acts related to the functioning of the social insurance system (Journal of Laws of 2011, No. 75, item 398) and the
Act of December 6, 2013 amending certain acts in connection with the definition of rules for the payment of pensions from funds accumulated in open pension

funds (Journal of Laws of 2013, item 1717).

Period Open Pension Fund Sub-account at SlI
January 1, 2011 — March 30, 2011 7.30% : -
May 1, 2011 - December 31, 2011
January 1, 2012 - December 31, 2012 230 300%
January 1, 2013 — December 31, 2013 2.80% 4.50%
fantary 1 o 292%438%

2011. Act of March 25, 2011 amending some acts
related to the functioning of the social insurance
system (Journal of Laws of 2011, No. 75, item 398)
came into force. The most important change con-
cerned the level of contributions transferred to
Open Pension Funds. Until April 30, its level was
7.3%, and since May 1, 2.3%. The remainder was
recorded on future pensioners’ sub-accounts in
the Social Insurance Institution. This was valid
until January 31, 2014.

Another change of legal regulations took place on
February 1, 2014. On this date, Act of December 6,
2013 amending some acts in connection with de-
termining the rules for paying out pensions from
funds accumulated in open pension funds became
effective (Journal of Laws of 2013, item 1717). As
a result of its subscriptions, a debt and treasury
part of OPF assets was transferred to SII, which
meant transferring about 51.5% of funds from
OPF members’ accounts to SII accounts. Besides,
from April 1 to July 31, 2014, each Open Pension
Fund member was obliged to submit a declara-
tion to SII about their further membership in the
Open Pension Fund if they did not do so, which
meant recording the entire contribution in their
SIT account.

The need to introduce the recent changes was ar-
gued by the need to ensure the stability and bal-
ance of the public finance system in Poland and
radically reduce the social costs of the pension
system. The details of the changes are presented
in Table 1.

The changes initiated in May 2011 resulted in a de-
crease in the amount of contributions transferred
to the funds, which reduced their importance as fi-
nancial investors. Subsequent changes in legal reg-
ulations, which entered into force in 2014, involving
the transfer of the treasury part of their assets to SII,
drastically reduced their financial potential.

According to SII data, 2,564,072 existing pension
fund members decided to continue to accumu-
late their pension contributions both in pension
Pillars I and II. This means that 15.4% of the cur-
rent OPF’s clients decided to continue investing
for future pensions in Pillar IT (www.zus.pl). More
than 14 million citizens decided that their con-
tributions, starting from July 1, 2014, should be
transferred exclusively to Pillar I (SII sub-account),
which has had an extremely significant impact on
limiting the importance and financial potential of
the segment of Open Pension Funds.

Source: Act of December 6, 2013 amending some acts in connection with the definition of rules for the
payment of pensions from funds accumulated in open pension funds (Journal of Laws of 2013, item 1717).

Pension system in Poland

/V

,

Pillar I =Sl Pillar Il — Sub-account at Sl Pillar I
12.22% 4.38% 2.92%
of gross income of gross income of gross income

Figure 2. Construction of the pension system in Poland — as of February 1, 2014
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Table 2. Characteristics of supplying capital pension pillars in Poland — state before the closure of

Open Pension Funds in 2020

Source: Nowak (1998, p. 56); Act of March 25, 2011 amending some acts related to the functioning of the social insurance system (Journal of Laws of 2011, No.
75, item 398) and Act of December 6, 2013 amending some acts in connection with determining the rules for paying out pensions from funds accumulated in

open pension funds (Journal of Laws of 2013, item 1717).

Pillar
X
1l 1]
: Mandatory for persons born after December 31, 1968, . ) .
Membership i persons born before January 1, 1949 are not entitled to  Voluntary, every citizen has the right to join the

! participate in this pillar

: third pillar

Methods of increasing

‘ Acquisition of new members, acquisition of members from
i competitors, payment of existing members, effectiveness of

assets’ level P . ) .

i investment policy investment policy
Beginning of i In the moment of start working and start paying insurance Anytime the potential customer decides when
membership i premiums to start paying additional contributions

2.92% of gross income

In line with the salary and contributions paid

Pillar institutions Open Pension Funds

i Banks, brokerage offices, insurance companies,
{ investment funds, companies

The first change in legal regulations in 2011 result-
ed in an increase in the OPF market’s net assets
by only PLN 3.4 billion. In the following years,
the level of assets increased despite reducing the
pension contribution rate; however, contributions
were still paid for all OPF members.

The year 2014 was a real revolution in the OPF
market. It was driven by two factors: transferring
over PLN 153 million to SII (the treasury debt
portion of assets) and the resignation from fur-
ther contributions to OPFs of over 14 million of
their members. As a result, the level of assets de-
creased by over 50% in 2014 (www.strefabiznesu.
pD). Given that as of July 1, 2014, contributions to
Open Pension Funds are transferred to 2.5 million
members only, it will take many years for the funds
to reach the asset level of the end of 2013, and it is
now clear that this level will never be reached due
to the liquidation of Open Pension Funds in 2020.

On January 1, 2019, the Act on ECP (Employee
Capital Plans) (Act of October 4, 2018 on employ-
ee capital plans, Journal of Laws of 2018, item
2215) entered into force.

ECP is a voluntary pension saving scheme that
will automatically cover employees between the
ages of 18 and 55, but older employees up to 70
will also be allowed to join the scheme.

ECP is a project of the Ministry of Finance, which
was created under the Responsible Business

http://dx.doi.org/10.21511/imfi.17(4).2020.27

Strategy. This system is intended to be another
source of increasing the level of future pensions.
Polish society is getting older, which translates in-
to the level of pension benefits, the level of replace-
ment rate is being lowered. ECP is to be another
solution to counteract the impoverishment of pen-
sioners (www.strefabiznesu.pl).

According to the Central Statistical Office esti-
mates, in 2050, there will be nearly 500 pensioners
per thousand people of working age. There will be
two working people per pension paid under the
first pension pillar. Without funds from the ECP,
pension benefits will be very low. Currently, the
pension amount is equivalent to about 60% of a
pensioner’s last salary; in 30 years, the replace-
ment rate will be only about 30%. That is why it
is already necessary to introduce new pension
products given the retirement of the current thir-
ty-year-olds. The ECPs are supposed to encourage
people to save for future pensions (www.zus.pl).

Both employees and employers will have a choice of
different contributions. Both parties should regu-
larly transfer funds to ECP to an account dedicated
to the employee. The employee will not have to re-
member the payments, as the contribution to ECP
will automatically be deducted from his salary.

In the case of an employee, the minimum monthly
contribution must be the equivalent of 2% of the
contribution part of the salary; in the case of an
employer, it will be 1.5% of the salary on which pen-
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sion contributions are based. The maximum employ-
ee’s contribution will be 4%; the maximum employ-
er’s contribution will also be 4% (www.bankier.pl).

The legislator has announced lower contributions
for the lowest-earning Poles. If an employee’s sala-
ry amounts to 120% of the minimum wage or less,
the employee will be able to reduce his contribution
to PPK to 0.5% of the contribution part of his sala-
ry. Despite the reduced contribution, the poorest will
retain the right to subsidies from the state and the
employer.

Employee Capital Plans are a private scheme, and the
funds in ECP are private, on the same basis as bank
deposits or savings in IRA or IRSA. ECP is to serve
investment fund companies (IFC) with permissions
and permits to operate in Poland. One of the addi-
tional requirements for IFCs wishing to participate
in ECP is a minimum of three years of experience
in managing investment funds. Today, more than 60
Investment Fund Societies have permissions (www.
izfa.pl). Preliminary estimates of the Ministry of
Finance assume that more than half of Poles will
be interested in submitting an offer to service ECP
(www.gov.pl).

On November 6, 2019, the Council of Ministers ad-
opted a draft act under which the Open Pension
Funds will be fully liquidated on July 1, 2020 (Draft
Act of October 10, 2019 amending certain acts in
connection with the transfer of funds from open
pension funds to individual retirement accounts).
The first months of this year are the time of individ-
ual decisions whether to transfer the money accu-
mulated in Open Pension Funds to SII or to remain
in Individual Retirement Accounts transformed
from Open Pension Funds. A person, who will want
the money collected in an open pension fund to be
transferred not to IRA, but to the first pillar, and who
has such a choice, will have to make a declaration
through his/her Open Pension Fund. Such declara-
tions will be made from January 1 to April 1, 2020
(www.gov.pl).

If such a declaration is not made, the money from the
Open Pension Fund will go to a new account in IRA
by default. The decision to choose between SII and
IRA is irrevocable. The transfer of funds from OPF
to Pillar IIT (IRA) is planned for the second half of
2020 or the beginning of 2021.
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Open Pension Funds (OPF) will be transformed so
that the pension system in the coming years will be
based on the following pillars (www.gov.pl):

e Individual Retirement Accounts (IRA) — new,
voluntary, private, and funded;

o Social Insurance Institution (SII), regular ac-
count + sub-account, created during the reform
of Open Pension Funds in 2014;

«  Employee Capital Plans (ECP);
+ Individual Retirement Security Accounts (IRSA).

The account with the Social Insurance Institution
(SII) receives paid contributions, and the subaccount
contains funds that were transferred to SII from 2015,
after the 2014 reform of OPFs. The subscription on
the sub-account is subject to inheritance, and the
subscription on the account is no longer valid. The
issue of the valorization of the sub-account and the
account is also slightly different. When one choos-
es SII, account balances increase, not sub-accounts,
so the funds transferred now will not be subject to
inheritance.

The default option for OPF members is Individual
Retirement Accounts — in this case, the funds accu-
mulated in the OPF will be charged a 15% conver-
sion fee. The funds accumulated in the IRA will be
entirely private and inherited. They can be paid out
once or in installments, without tax after reaching
retirement age, following the original objectives of
the 1999 reform (www.gov.pl).

An alternative to this option will be to transfer funds

to SII, then no conversion fee will be charged, but the

money will not be inherited. According to a commu-
niqué from the Ministry of Finance, the conversion

fee is an element of social justice, as pensions paid

by SII are and will be taxed, while money paid from

IRA after reaching retirement age is not. Without

the transformation fee, the funds from IRA would

be privileged over those from the Social Insurance

Institution. Common Pension Company (CPC) -
which manages Open Pension Funds - will be trans-
formed into Investment Funds Company (IFC).
OPFs will become Specialist Open Investment Funds

(SOIFs), which will be managed by IFC. SOIFs will

manage future IRAs (www.bankier.pl).

http://dx.doi.org/10.21511/imfi.17(4).2020.27
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Please note that only 75% of the funds will go into
the IRA account. The remaining part (25%) will
be credited to the SII sub-account and given to the
Demographic Reserve Fund. The level of net assets
accumulated by OPFs at the end of October 2019 is
nearly PLN 155 billion (www.knf.gov.pl). According
to the government’s assumptions, about 80% of OPF
members will choose the default option, i.e., mem-
bership in IRA, which would mean that DRF would
receive over PLN 30 billion in assets under manage-
ment (www.bankier.pl).

It has been assumed that the management of the
Demographic Reserve Fund (DRF) resources will
be carried out by IFC Polish Development Fund Inc.
(currently SII). The change is justified because the
funds from OPF transferred to SII will be transferred
to DREF. As a result, the Demographic Reserve Fund
structure will change, which will enable the manage-
ment of DRF funds for investment purposes. The
main objective of creating the DRF was to increase
the security of solvency of pension insurance bene-
fits. DRF also plays the role of a reserve fund for the
pension fund separated in the Social Insurance Fund
(www.bankier.pl).

The IFC managing IRA will invest the entrusted
funds according to a precisely defined investment
policy. For the first years, these will primarily be in-
vestments in shares of Polish companies. The mini-

Foreign assets (denominated in a currency other
than PLN) may constitute no more than 30% of
the investment portfolio. Five years before reach-
ing retirement age, the client’s portfolio will be-
come more secure by increasing its exposure to
bonds and deposits, effectively reducing invest-
ment risk. A maximum fee of 0.45% for IRA port-
folio management has also been introduced, which
makes this form of investment very cheap com-
pared to the commissions charged at the begin-
ning of OPFs on contributions paid at 7% (www.
bankier.pl).

2. GENERALIZATION
OF THE MAIN
STATEMENTS

In this section of the paper, the simulations of fur-
ther pension level after retirement will be made.
Input data for analysis are in Table 4. The results
of the simulations are shown in the following ta-
bles. At the end of this section, conclusions and
recommendations from the simulations and anal-
yses can be found.

Table 4. Input data for analysis

Source: Own elaboration.

Gender Male
mum share of shares in the portfolio will be reduced :
. . Age H 45 years
by 2.5 percentage points annually for nine years. The 7 A
rate of the share of shares in the investment portfoli- ~©"°ss monthly income o hOOOPLN .
os of future IRA is presented in Table 3. Age of retirement 65 years
Table 3. Evolution of the share of shares in IRA Retirement benefit duration . H2months
portfolios after the liquidation of OPF Funds accumulated on the Sll account 170,000 PLN
Funds accumulated on the SlI
Source: www.marciniwuc.com 54,000 PLN
subaccount
Date Minir.num share of.shares Funds accumulated on the OPF 45000 PLN
in the portfolio account ’
December 31, 202,9 ‘‘‘‘‘‘‘‘‘‘‘ 900 i Participant in the Employee Capital «
Yes/No
December 31, 2021 87.5% Plan (ECP)
December 31, 202; """""" 8.0% Member of IRA after the reform Yes/No*
becembor 31 oo T e
""""" Funds accumulated on the IRSA 16,000 PLN
December 31, 80.0% account
December 31, 77.5% Further contributions to IRSA Ves
December 31 wso% according to the limit
December 31, s Real rate of return of ECP/IRA/IRSA 4%
December 31, 70.0% SlI’s valorization rate 3%
December 31, 67.5%

http://dx.doi.org/10.21511/imfi.17(4).2020.27

Note: * depends on the variant.
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Table 5. Variant 1 — participation in ECP
and non-member of IRA

Source: Own calculations based on www.poradnikprzedsiebiorcy.pl

Table 7. Variant 2 — participation in ECP
and membership in IRA

Source: Own calculations based on www.poradnikprzedsiebiorcy.pl

Basis of Basisof |
: . : Rate | Amount . i Rate : Amount
Component i calculation %)  (PLN) Component calculation %) (PLN)
(PLN) > (PLN)
Gross incomg """ - T 4000,00 Gross incom"e' """ -
Amount transferred : Amount transferred
from OPF to IRA account 4500000 0.00 0,00 from OPF to IRA account 4500000
Pension contribution : 4000,00 976 390,40 Pension contribution : 4000,00
to S” ,,,,,,,, to S” ,,,,,,,,
Pension contribution Pension contribution
RA BRSSO M R IRA I
Dlsabllemfent pension 4000,00 60,00 Dlsabllemfent pension 4000,00
contribution o contribution o
4000,00 28,00 4000,00 -

Employer’s payment Employer’s payment :
WECP B O IR e
Employees’ payment Employees’ payment
to £CP RSSO Nl RS 1. S e
Healthcare ¢ 3451,60 310,64
Personal income tax 544,34 - Personal income tax
advance 3262,00 43,76 = advance 3202,00

,,,,,,,, ceresenienaeiane 510,78
Netsalary - - 2 737,96 Netsalary o
Pension contribution Pension contribution
to IRSA B B >22,70 to IRSA B

Table 6. Variant 1 — pension amounts
after retirement

Source: Own calculations based on the data from Tables 4 and 5.

Table 8. Variant 2 — pension amounts
after retirement

Source: Own calculations based on the data from Tables 4 and 7.

Component Accrued amount Net .monthly Component Accrued amount Net _monthly
(PLN) pension (PLN) (PLN) pension (PLN)
fﬂﬁiﬁiiﬂﬁ: 1,388,490,60 2883,03 fL'ba;i‘zzztn: 1,88,519,28 2675,45
R S S e S et
JRR e 000 000 o RRT 116,597,65 ....1041,05
RSAT 22521169 LAe7538  RSAT 225,911,69 1675,38
Total : --- 4937,50 Total : - 5770,97

Note: * benefits from these sources will be paid for 112
months; later, only a pension from Sl will remain.

The first option is based on the future pensioner
joining the Employee Pension Plan and resigning
from membership in IRA after the liquidation of
the Open Pension Fund, which means transferring
funds accumulated in the Open Pension Fund to
the SII sub-account and not transferring part of the
pension contribution to the IRA (2.92% of the gross
income). The entire pension contribution is trans-
ferred to SII. The pension from SII for the first 112
months constitutes 58.4% of all benefits paid out,
and after exceeding the average life expectancy of a
man in Poland, the pension paid out by SII will be
the only benefit received by the pensioner.
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Note: * Benefits from these sources will be paid for 112
months; later, only a pension from Sl will remain.

The second option is based on the future pension-
er joining the Employee Pension Plan. It main-
tains membership in IRA after the liquidation
of the Open Pension Fund, which means trans-
ferring funds accumulated in the Open Pension
Fund to his new IRA and starts transferring part
of the pension contribution to the IRA (2.92% of
the gross income). The pension from SII for the
first 112 months constitutes 46.4% of all benefits
paid out, and after exceeding the average life ex-
pectancy of a person in Poland, the pension paid
out by SII will be the only benefit received by the
pensioner.

http://dx.doi.org/10.21511/imfi.17(4).2020.27



Investment Management and Financial Innovations, Volume 17, Issue 4, 2020

Table 9. Variant 3 — non-participation in ECP
and non-member of IRA

Source: Own calculations based on www.poradnikprzedsiebiorcy.pl

Table 11. Variant 4 — non-participation in ECP
and membership in IRA

Source: Own calculations based on www.poradnikprzedsiebiorcy.pl

Basis of | Basis of |
: . i Rate : Amount : . : Rate : Amount
Component i calculation %)  (PLN) Component i calculation %) = (PLN)
(PLN) > (PLN) 7
JGrossincome T .Gross income - 4000,00
Amount transferred from i Amount transferred
(OPFtoRAaccount - 4999999 ¢ from OPF to IRA account | 37000
Pension contribution 4000,00 Pension contribution 273,60
Pension contribution : Pension contribution
CORA o RA e
Dlsabllemfent pension 4000,00 Dlsabllemfent pension 60,00
_contribution | I contribution
iness contribution Nliness contribution 98,00
Employer’s paymentto Employer’s payment
ECP 00000 toECP -
Employees’ payment Employees’ payment
SOECP I0ECP H o
Healthcare contribution 310,64
) ) : 544,34~
Personal income tax Personal income tax 4376 =
e advance I 51078
Netsalary 274796 Net salary . T LTi.. 273796
Pension contribution to Pension contribution
IRSA - 522,70 o IRSA - - 522,70

Table 10. Variant 3 — pension amounts
after retirement

Source: Own calculations based on the data from Tables 4 and 9.

Table 12. Variant 4 — pension amounts
after retirement

Source: Own calculations based on the data from Tables 4 and 11.

¢ Accrued amount Net monthly

Component Accrued amount Net fnonthly
(PLN) pension (PLN)
fﬂﬁiﬁiiﬂﬁ: 1,388,490,60 2883,03
ST e T
JRR 000 ..000
IRSAT 225,911,69 L....67538
Total ; — 4508,41

Component (PLN) pension (PLN)
1';;222: 1,288,519,28 2675,45
S e e
ORAT . leswes 104105
ROAT 22591189 167538
Total ; - 5391,88

Note: * benefits from these sources will be paid for 112
months; later, only a pension from Sl will remain.

The third option is based on the future pensioner is
not joining the Employee Pension Plan and resign-
ing from membership in IRA after the liquidation
of the Open Pension Fund, which means transfer-
ring funds accumulated in the Open Pension Fund
to the SII sub-account and not transferring part
of the pension contribution to the IRA (2.92% of
gross income). The entire pension contribution is
transferred to SII. The pension from SII for the first
112 months constitutes 63.9% of all benefits paid
out, and after exceeding the average life expectan-
cy of a man in Poland, the pension paid out by SII
will be the only benefit received by the pensioner.

http://dx.doi.org/10.21511/imfi.17(4).2020.27

Note: * benefits from these sources will be paid for 112
months; later, only a pension from Sl will remain

The fourth option is based on the future pension-
er is not joining the Employee Pension Plan and
maintains membership in IRA after the liqui-
dation of the Open Pension Fund, which means
transferring funds accumulated in the Open
Pension Fund to his new IRA and starts transfer-
ring part of the pension contribution to the IRA
(2.92% of gross income). The pension from SII for
the first 112 months constitutes 49.6% of all ben-
efits paid out, and after exceeding the average life
expectancy of a man in Poland, the pension paid
out by SII will be the only benefit received by the
pensioner.
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Table 13. Summary comparison of the options

Source: Own calculations based on the data from Tables 6, 8, 10, and 12.

Component Variant 1 Variant 2 Variant 3 Variant 4
Pension from SlI 288303 . 267545 288303 . 267545
Pension from ECP 37909 37909 000 000

104105
1675,38

577097

53.6%

Pension from IRA 0,00

L2000 200
167538 . L0738
430841 ..

208105
LA675.38

Pension from IRSA
Total

Sll share

Capital pillars share

CONCLUSION

Millions of future Polish pensioners face the day when very important financial decisions need to be
taken for their future. They have to decide whether to entrust all or part of the funds collected so far to
a state institution or commercial investors for management.

The first solution is related to trust in the state pension system, which in the future may be unable to pay
benefits at the current estimated level, but it ensures lifetime payments of these benefits.

The second solution means diversifying the number of sources from which pension benefits will be paid
to as many as four. However, it should be remembered that the payment of benefits from the funded
pillars of pensioners will only be possible to count on achieving life expectancy in Poland.

According to the calculations, the future pensioner can count on the total payment from the commercial
pillars, assuming the average life expectancy in Poland is reached: PLN 230,100 (Option I), PLN 346,698
(Option II), PLN 187,643 (Option III), and PLN 304,240 (Option IV), respectively.

Accumulated pension payments in Options IT and III differ by as much as 84.8%, meaning that a careful
analysis of possible scenarios should precede the decisions to be taken.

Another element that should be taken into account when deciding on the choice or abandonment of
funded pension pillars is the question of inheritance of the accumulated funds.

The funds recorded on retired persons’ accounts in SII are virtual, and at the moment of a retired per-
son’s death, his SII account is zeroed and liquidated, i.e., his heirs will receive nothing. Upon the death
of a pensioner, the remaining funds on his accounts in commercial pillars are fully inherited.

The conclusion from the analysis carried out in the study is the recommendation for future retirees to
independently and voluntarily invest in available products in the commercial pension pillar. It is neces-
sary to ensure an adequate standard of living after retirement.
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