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Once when Juli Cesar applied the pension system for the soldiers in Rome, he certainly did not think that he had found a system that would pose big financial difficulties for the Rome Empire after some hundred years. However, in its time this decision was a good model for the formation of the organizational pension system in several European countries. Afterwards, the first organizational public pension system by age for those working in the private sector was founded in Germany in 1889.  The main characteristics of this system was that social insurance was to rely on the mandatory membership fees. That is, the employer and employees had to invest on its funding. The system applied in Germany was founded on the basis of voluntary and cooperative aid funds organized by trade unions and committees. In that case, the right to retire on a pension was calculated on the basis of membership fees paid before. 
The initial stage of the pension system application both in Denmark (1891) and New Zealand aimed at giving conditional assistance to the poor. The pension systems in these countries were financed through general tax revenues. In the later years, a majority of western European states developed pension and insurance system similar to the German model. 

Anglo-Saxon states (excluding the U.S) and North European states built their pensions systems just like that of New Zealand and Denmark solving a wide range of issues facing the systems. The main purpose of German pension and insurance system In Germany was to maintain the social status of employed people at their pension age, whereas in Denmark and New Zealand and later in England, it was targeted to reduce poverty.
Pension systems of developed capitalist countries are seen to be synchronizing in the 20th century. Many countries are already applying a new system based on minimum pension provision irrespective of the rate and total sum of social insurance payments. In doing so, some countries have rejected needs-based identification of the pension amount and switched to a pension system of equal payments financed through overall revenues and the budget. 

The by-age pension system emerged considerably later in North America. Only since 1927 has Canada been applying a needs-based pension system. The same kind of pension system came out in the USA in the 1920s of the previous year and was already in place in 28 states in 1934. Thus, the USA has been implementing a federal-level pension and insurance system since 1935. Later on the president F. Roosevelt was trying to put into action a pension and insurance system that could ensure long-term financing through membership fees. He said that by deducting from wages, we give a moral, political and rightful right to the payers to get their pensions.

While the formation of pension system in countries leading in economic growth coincided with significantly fewer pension-age population within the overall labor force, demographic changes in these countries gravely underpinned pension system crises. Under such conditions, the solution was found to enhance insurance payments to the detriment of employees and employers. Yet, it did not entirely solve the problem since the prolonged average life expectancy in industrially developed countries on the background of changing demographic situation led to the increase in the number of pensioners per employee.

The changing demographic situation observed in most developed countries (Europe, USA, Australia, Japan) currently have the following characteristic features: decrease in the number of economically active population and increase in the number of people of 60 or even 80 ages, namely pensioners. 
The increasing financial burden on social allowances due to more pensioners reinforces dark forecasts about the future in many developed countries. According to official estimates, health care and social security spending in the USA will have doubled in 2040. The same rate of increase will occur in Europe too. So, contemporary developments in pension systems in many countries are observed to be accompanied with the tendency of increasing expenditures. 
Therefore, pension reforms are being debated in many states, both developed and developing with the key topic being on how to offset the impact of demographic aging on the current pension system over the long-term perspective.  

The current situation of pension systems in developed countries is adequately adjusting to the changes arising from the emerging social and demographic conditions. Therefore, politicians in these countries nicely understand that it will be impossible to adjust to new conditions with obsolete methods. As per the forecasts of the European Union Statistics bureau the economically active population in the age range of 15-64 will have declined by 17 per cent or 52 million by 2050. Also, those over 65 ages will double in the coming 40 years and will comprise one third of European Union population. Consequently, because of the aging society and prolonged life expectancy governments are taking steps in several western countries to reduce pensions and increase the pension age. 
The pension system reform has been launched since 2000 in the Azerbaijan Republic with 2001-2005 being the onset period. This period is divided into a few stages. The first stage was to create the legislative basis for the pension security. In doing so, starting from 2001, the law on “pension security of population” was drafted with a new edition and changes and additions made to the law “social security” of the Azerbaijan Republic,  a new law drafted on “personal account system in state social insurance”, and acts drafted on the non-state pension funds.

The second stage of the pension reform was about activities to establish personal accounts that were to be the base of pension system, and to automate pension calculation, fee savings and determination of pension amounts. 

The third stage spanned the data savings about the incomes of economically active population for personal accounts and other indicators necessary to establish pensions and finally, the fourth stage started to calculate pensions based on personal account papers. 
The second phase of pension reforms in Azerbaijan started in 2006 and since then wage pension system based on a three-pillar structure (base, insurance and savings), which is internationally proved to be successful. During the time the new system has been operational, both the minimum amount (base part) and average monthly amount of wage pensions have drastically increased. During 2003-2006 years, the growth rate of average monthly pension amount was as outlined in the table below:

	Years
	Average amount of monthly pensions, by manats

	2003
	23,8

	2004
	24,0

	2005
	28,5

	2006
	41,1

	2007
	72,3

	2008
	96,0


Though the currently operational system of wage pension is built on the insurance principles, one of the outstanding problems nowadays is that the financial burden of non-insurance payments is significantly huge. The fact that concessional payments for wage pensions to those who (people entitled to wage pensions on concessional terms) retire earlier than the overall age fixed by law, additions to wage pensions (additional to the wage pensions and additions for seniority) and other non-insurance payments are currently financed through the compulsory state social insurance charges is believed to be a factor deteriorating the insurance principles in the existing insurance-pension system. 

Another important point from the perspective of ensuring the financial sustainability of insurance-pension system is about the full determination of the functions and shares of state budget funds with respect to the pension provision of the people. Meanwhile, it is equally important to ensure the balance between the increasing financial demand and social insurance standards and improve the activities in collecting social insurance fees in order to finally reach the social targets in pension provision. 

Given these all, it is necessary to set out mechanisms based on authentic analyses and model the analysis results and implement a comprehensive action plan for the long-term development of insurance-pension system. Along with these, there is an utterly important issue, which requires adequate attention, to properly assess the people’s pension rights gained by January 1, 2006 (pre-new system period), gradually eradicate the difference in the pension amounts of those who retired before and after the application of a new system and finally avoid causing additional financial burden to the new system that can arise from these activities.

Though the base and insurance parts of the wage pension system is performing well with positive indicators, the implementation of necessary measures to get going the third element of the wage pensions - savings part - embedded in the law is still on the agenda. Moreover, the implementation of reforms that would contain elements such as voluntary pension insurance in the pension relationships and non-state pension provision would play a crucial role in the perspective socio-economic progress of the country. 

Though there are necessary legislative basis and material-technical basis, which meet contemporary standards, for the operation of the new insurance-pension system in place, it is still a challenging task to arrange the fully automated operation of the system with personnel who can use it, as well as, the awareness system to inform the insured on personal accounts.
The 2009-2015 state program “the development of the insurance-pension system in the Azerbaijan Republic” (hereinafter referred to as State Program) defines the next stage of the insurance-pension reforms by outlining the complex solutions to the mentioned problems. 

The state program identifies the following priority reform direction in the pension system for the period of 2009-2015 years:

· Actuary model based improvement of the insurance-pension system;

· Improved performance in the compulsory state social insurance;

· Improved wage pension provision;

· Development of personal accounts in state social insurance;

·  Application of savings component to insurance-pension system;

· Establishment and development of non-state pension institutions.
It is an utterly important to improve the insurance-pension system through actuary models since the perspective development directions straightforwardly depend on proper forecasting based on actuary calculations. It presupposes a cross-study of changes in macroeconomic, demographic and other indicators that explain the operation of the system; especially necessary mechanisms should be put in place to periodically adjust additional prerogatives and rights in the system to demographic indicators. 

The issues such as pensions given before the application of a new system, the gained rights of the insured to pensions during the operation of the previous system, financial burden of the additions and other non-social insurance payments for the seniority, amount of state budget transfers necessary for realizing state’s social objectives, financial demand expected to arise as a consequence of the application of personal accounts in compulsory state social insurance system, maintaining the consistency between increasing financial demand and social insurance standards and others should be cross-studied and appropriate recommendations made in view of these factors. 

Another task in the next period will be to improve the performance of compulsory state social insurance. The establishment of insurance-pension system based on the insurance principles in Azerbaijan increases the role of compulsory state social insurance in the social protection of the people. The sustainable development of the current insurance-pension system would come as a consequence of ensuring the direct link between compulsory state social insurance fees and social insurance payments. Meanwhile, it is an important issue to keep enhancing financial demand in match with the social insurance standards. On the other hand, challenges in formalizing employer-employee relations and organizing compensation for the labor negatively influence the compulsory state social insurance system. 
Though the payments increased through compulsory social insurance allocations over the past period, the ratio between social insurance payments and social insurance fees still does not suffice to sustain the development. According to the statistics for January 1st, 2009, people that receive wage pensions increased by 26 455 persons finally reaching 1.275 138 as compared to early 2008. Of them 496 788 are men and 778 350 women. 374 490 of the women had many children. There are additionally 9241 people among those receiving wage pensions who also receive pensions in the capacity of a state official. Overall, 125 548 of the wage pensioners are employed pensioners. There are currently 835 844 people who receive pensions for the age and 301 661 for the disability. Of the disabled, 22 354 people fall into the 1st group and 7644 are disabled in eyes. There are 4705 people who receive pensions for occupational injuries. It has already reached up to 137 633 who receive pensions for the loss of a family head, 22 of whom are family members of Azerbaijan’s National Heroes. Compared to early 2008, the number of the insured with personal accounts in the personal account system of the State Social Protection Fund has raised by 185 thousand up to 1 516 100 people. The majority of people with personal accounts fall within the age range of 40-50 years finally comprising 432.763 people. Also, the number of the insured under 30 ages account for 376.257 people, those within 30-40 ages 343.525 people, those within 50-60 ages 261.984 people and those over 60 ages 101 571 people.

Thus, calculations through the statistics reveal that it is 1.188 insured people per pensioner, which is not enough to sustainably ensure the pension system development. The ratio between these two is three times different in the international experience. Perspective estimations indicate that there are not adequate current and future opportunities in Azerbaijan for this ratio to change in favor of the insured in the future. Despite increase in the social insurance allocations over the recent years, the Social Protection Fund is still observed to be increasingly subsidized from the state budget. The savings pattern of the social insurance fees over the 2003-2008 years looks like the following way in the table below:

	Year
	Social insurance fees, by million manats 

	2003
	222,86

	2004
	279,18

	2005
	315,87

	2006
	422,87

	2007
	687,5

	2008
	957,9


As is pointed out in the table, the growth rate of the social insurance fees made up 430 percent over 2003-2008 years. At the same time, state budget transfers to the State Social Protection Fund have amplified. As per the 2009 budget forecasts, 495000,0 thousand manats or 27,9 per cent of the overall fund revenues will come from the state budget transfers, which is 110000,0 thousand manats or 28,6 per cent more than the 2008 figures. It was 38.1 per cent in 2008 compared to 2007. Obviously, an increase in the special share, i.e. the increase from 27.4 per cent in 2008 to 27.9 per cent in 2009 is a negative development from the viewpoint of financing State Social Protection Fund expenditures through its own revenues.  Also, the greater dependency of the State Social Protection Fund on the state budget allocations for more transfers is a concern too.
 Funds people have in their personal accounts and expected pension duration are regarded as the key factors that influence the pension amounts in the current wage pension system of Azerbaijan. Through it is utterly important to identify alternative mechanism to regulate the additional rights and prerogatives in the system through these key factors, activities done so far in this direction are not satisfactory. Along with it, improvements are needed to assess pension rights gained before the new system was launched, to automate the pension provision, to conclude agreements with pertinent foreign countries for the future pension provision of citizens of the Azerbaijan republic living abroad as labor migrants and other activities in this respect have not yet been properly carried out. Meanwhile, the difference in the pension amounts of those who retired on a pension before and after the new system started should be gradually done away with. On top of this, improving the system of paying wage pensions through advanced methods can be considered as an important program objective. That requires improving the ATM based payment of pensions through plastic cards, expanding the network of ATMs and post-terminals, using multifunctional chip cards for payments, and studying international experience on how to organize advanced way of payments for remote settlements.  

Through over the last period normative legislation has been created for the development and application of the personal accounts in the state social insurance system, with necessary infrastructure built and personal accounts opened for and insurance certificates given to the registered insured, impending reception of annual reports on the insured and reflection of relevant data on the personal accounts and their delivery to the insured remain unresolved yet. That calls for putting forward confidentiality mechanisms for the personal data of the insured and more responsibility on the part of employers to present data on the insured.
Records on the pension rights the insured gained before the application for the insurance-pension system in the country should be incorporated into the personal accounts. In doing so, the process of establishing regional branches of the State Social Protection Fund for personal accounts of the insured and automating the Fund’s operations should be completed. 

93.5 per cent or 1 660 000 000,0 manat of the 2009 State Social Protection Fund expenditures will be directed towards the wage pensions. 1 billion 210 million manats of this amount will be spent on the base part of the wage pensions (237 million manats or 24.4 per cent more according to the current year forecasts), 450 million manats on the insurance part (112 million manats or 33.1 per cent more compared to the current year). It appears that the the insurance part accounts for 27.1 per cent within the total pension expenditures, which suggests that expenditures towards the base part of pensions still dominate. As for the savings component, though it is expected to be applied as of 2010, the analysis of the current situation and assessments show that certain challenges will come up with the expected 2010 application of this component since this is the hardest component of insurance-pension system and depends on the investment climate, financial and bond market development and other factors beyond the insurance-pension system in the country.  It is necessary to review international experience, set out mechanisms to divert social insurance fees into the savings part of personal accounts (personal savings accounts) and identify guidelines on the management of these savings before the social insurance fees start to be accumulated in the personal savings accounts. Guidelines on the use of savings accumulated in personal savings accounts and requirements for managing companies, as well as, normative legislative basis for the insured to have a chance to choose the investment portfolio of the managing companies should be set. After that social insurance fees can start to be accumulated in the personal saving accounts and personal accounts can be made for the proceeds coming from the use of these savings, as well as additional mechanisms can be put in place to encourage the accumulation of social insurance fees into the personal savings accounts. 

Delayed e-government work is also reflected in the automated pension system despite the belief that the use of efficient e-governance mechanisms could bring about positive changes in this area.

Though the formation and effective operation of non-state pension institutions would be important from the perspective of developing pensioners’ social protection and financial market in the country, no practical work is done in this field. Though stipulated in presidential decrees and other legal documents, no legislation has been created to found and regulate the non-state pension funds for the additional pension provision to the people. Also, no guidelines have been set out to manage and control the resources of non-state pension funds. Nor have mechanisms been worked out to assign, finance and pay non-state pensions. 

So, the review of pension reform concept suggests the following findings:    

· A transition to a new system happens gradually in all countries;  

· Transitions and sources of funding for new systems vary across individual states;

· Particularly in developed countries, the design of reform concept was accompanied by rigorous political discourses and concept authors were often obliged to agree with the current changes;

· In many countries individual aspects of reforms were not developed well and therefore errors were found in their implementation;

· In many countries, pension reforms took place at the same time with economic growth and increasing wages; 

· Many differences are found among countries with regard to the application methods and speed of savings element.  

The study shows that developed countries are using different methods so as to upgrade the obsolete pension system to the demographic and social conditions. Nevertheless, contemporary pension reforms currently applied in developed countries have the following common feature: 1) Three  pillars of pension provision – compulsory, voluntary corporative and personal;  2) state regulation and control over the pension provision; 3)  promoting personal and corporative forms of pension provision; 4) personalization of pension system.  The challenges facing developed newly industrialized and transition economies are the following: 1) switch from distributional system to savings system; 2) increasing pension age; 3) fight devaluating pension savings on the background of inflation; 5) developing financial market in order to expand pension deposits through savings.
As a result of the review of international experience, exposure to international standards and analysis of the situation of current pension system and its development opportunities the following recommendations can be made:
· Cross-study of changes in macroeconomic, demographic and other indicators that relate with the pension system performance and devising simulations among them and organization of forecasting through actuary calculations so as to anticipate the development directions of the insurance-pension systems;

· Developing e-pension software to apply efficient e-governance mechanisms and accelerating pension calculations through more automated system and awareness of pensioners through more flexible methods;

· Broader researches for identifying the share of state budget transfers necessary to carry out state social objectives and future financial demand expected to come as a result of personal accounts in the state social insurance system, balancing the increasing financial demand with social insurance standards and other issues;

· Provision of a direct link between compulsory state social insurance fees and social insurance payments for the sustainable development of the current insurance-pension system, application of incentives for the current employers and new entrepreneurs creating new jobs in their businesses;

· Establishment of necessary normative legislation and infrastructure for the development and application of personal accounts in the state social insurance system;
· Formation of non-state pension institutions and arrangement of their operations.
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