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Abstract. A large demographic problem is developing in today s world and Slovakia is not an exception. Declining birth rate and
increasing average life expectancy are the main reasons for the rising number of pensioners. Pay-as-you-go pension plan was first
introduced by Prussian chancellor Otto von Bismarck in 1889. A system similar to that of Bismarck has spread around the developed
world and is now used throughout Europe in various forms. The key principle is that the working people financially support the
pensioners. People in post-productive age (65+ years) represent a considerable and to a large extent marginalized population
group. In Slovakia, as of 31.12.2021, the proportion of such persons to the total population (1,407,596 pensioners in SK) is 17.39%.
These are mainly pensioners who no longer engage in labour. Considering the amount of pensions paid, there is an increasing risk
of poverty, which is attributable to low income of these individuals or families. Up to this moment, no definition of absolute poverty
has been adopted in Slovakia. Lets define people at financial risk as those being in material need. With regard to poverty, the
highest-risk group comprises elderly people (pensioners), large or single-parent families and the long-term unemployed. Moreover,
people with lower education level are at high risk, too. Although living wage is defined both administratively and in the legislature,
it changes based on political decisions. Consequently, we can regard this part of the population as a group that is endangered the
most.
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Anomauia. V cyuacnomy ceimi poszsusacmocs eenuxa oemozpagpiuna npobrema, i Crosayyuna He € GUHAMKOM. 3MeHuieHHs
HapooICcy8aHocmi ma 30i1bUleH s CepeOHbOl MPUBANIOCHIT JHCUMNISL € OCHOBHUMU NPUYUHAMU 3DOCMAHHS KIIbKOCMI NeHCIOHEPIS.
Pospaxynrosuil nencivinuii nian 6ye énepuie sanposadoicenuii kanynepom Ilpyccii Ommo ¢on Bicmaprom y 1889 poyi. Cucmema,
nodibna oo cucmemu bBicmapka, nowupunacs 6 po3eunymux KpaiHax i 3apas euxopucmosyemvcsi 6 €8poni 6 pizHux gopmax.
Tonosnuil npunyun — nencionepie mamepianrpHo niompumyioms npayiowui. Joou 6 nocmnpooykmusHomy 6iyi (65+ poxig)
npeocmasnaiomy 3HAUHy [ 3HAYHOI MIpoK mapeinanizosany epyny Hacenenns. Y Cnoeauuuni cmanom na 31.12.2021 uacmka
maxux ocio 0o 3aeanvHoi kinbkocmi Hacenenns (1 407 596 nencionepie y Cnosauuuni) cmanosums 17,39%. B ocHosHomy ye
nencionepu, siKi 6dice He npayioOMe.36adcaryy Ha PoO3MIP SUNIAYYBAHUX NEHCIl, 3pOCMAE PU3UK OIOHOCI, WO NOSCHIOEMbCA
HU3LKUM PIGHEM 00X00Y yux ocio abo cimeil. Jlo yboeo momenmy ¢ Clo8auuuni He NPULHAMO GUIHAYEHHS AOCOTIOMHOI OIOHOCML.
Hasaiime susnauumo niooeil i3 PiHAHCOBUM PUBUKOM SIK MUX, XMO mac mamepianvry nompedy. Ll{o cmocyemuvcs 6ionocmi, mo
00 epynu Haueuuj020 pusuKy 6x00sme aH00U NOXUN020 GIKY (neHcioHepu), 6aecamodimui abo Henogui cim'i ma doseompueani
be3pobimui. Kpim moeo, 00 epynu pusuxy exo0smo 100U 3 HUNCHUM PIGHEM 0C8imu. Xoua npojicumro8uil MiHIMyM U3HAYAEMbCS
K QOMIHICMPAMUEHO, Max I 3aKOH00A6H0, GiH IMIHIOEMbCIL 3ALENCHO 8I0 ROTIMUYHUX piuteHb. Omoice, MU MONCEMO PO32N0amu
Y10 YACMUHY HACENIeHHS AK 2PYNY, AKA HAUDIIbULe 3a2POJCYE.

Knrouosi cnosa: nencionep, pieens sicummsi, ReHCIlIHA cucmema, 00Xoou ma eumpamu neHcioHepis.

JEL Classification: H550, H510.

Formulation of the problem. Aging of the population is a phenomenon that we cannot avoid
in Slovakia. Strong, post-war generation is retiring and entering the labour market is the weak,
post-revolutionary generation. The consequences are broad - ranging from the functioning of the
economy, through changes in travel or education to healthcare and long-term care.

Slovakia is going to be affected by aging of the population more profoundly than most of the
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countries of the EU.

The government’s proposal on this year’s increase of pensions by 1.3% can by no means
compensate for the current and coming price increases. Large number of retirees, mainly old-age
pensioners, are falling into depression and great sorrow as a result of fears over sharp increases in
prices. In the past, before the outbreak of the pandemic, the elderly used to gain optimism from
meetings with their family or one another. Then came several lockdowns and even these gatherings
became sparce.

Two-digit inflation and sharp price increases in recent months have complicated the already
difficult pandemic times even more. With the arrival of the New Year 2022, Slovak households were
already beginning to suffer from rapid increases in energy prices, which the planned valorisation
of pensions cannot cover. For many retirees, the government-proposed pension valorisation cannot
compensate for the increasing prices of groceries, gas or public transport.

It is the elderly that live in energetically inefficient buildings since their large houses were
built during the socialist regime. Even though these houses are equipped with gas central heating,
because of high energy prices, residents are switching to wood heating and in times of the heaviest
frost, it is not unusual to heat only one room. All this is necessary for cutting the expenses that are
already inadequate and is possible as the elderly live largely alone or with their life partner.

G 1. Vekové zlozenie obyvatel'stva k 31. 12.
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Separation of previously unresolved parts of the overall problem.

Currently, pension increases are set in favour of the rich. A retiree with a pension of a thousand
euro receives additional thirteen euro from the government. However, there are only few tens
of thousands of such pensioners in Slovakia. Most of the retirees receive less than the average
pension, which, by the way, was 503.86 euro in August. A typical pensioner receives around 400
euro. Such pension will be increased by 5.2 euro in the beginning of next year.

According to the Council for Budget Responsibility, a quarter of financial resources will by
missing from the pension system in fifty years. Low social insurance contributions cause low
pensions. Those will be increased much more slowly than the pensions of people with average
income. This is another way of how the government plans to motivate both employees and self-
employed people not to avoid paying social insurance.

Basic material. Adopting such changes will freeze low pensions for a significant period of time.
The vision of the Ministry of Labour is that the minimal pensions will only increase once their
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value gets below 136 percent of minimum wage. Today, this amounts to 318.80 euro. Based on the
available macroeconomic prognoses it can already be assumed that increases in pensions will not
occur until 2030 — 2032. After 30 years of service, a person is currently eligible for a minimum
pension of 334.4 euro per month. This amount proportionally increases with the number of years
of service and in case of a 50-year long career. The minimum pension is set for 441.5 euro.

In practise, the threat of low pensions mostly lies with sole proprietors, who are and have been
paying minimal or no social insurance from performing their economic activities. On one hand,
they do earn much higher net income than people in permanent employment, but, on the other
hand, they receive lower pensions after the retirement as a result. The government currently pays
out minimum pension to around 200,000 Slovak citizens, which, regarding today’s living standards
and high prices, is an unfavourable development for seniors and recipients of old-age pension, not
to forget disability pensioners.

The Statistical Office of the Slovak Republic has published information according to which the
consumer price index for pensioner households increased by 11.8% year-on-year. From the 1st of
January 2023, pensions will be increased in accordance with § 82 of Act No. 461/2003 Coll. on
social insurance by this percentage. In accordance with § 82, the pension benefit paid on January
the 1st of the respective calendar year and the pension benefit granted from January the Ist to
December 31st of the respective calendar year is increased by the percentage of the year-on-year
growth in consumer prices for pensioner households as reported by the statistical office for the first
half of the calendar year preceding the relevant calendar year.

This implies that from the 1st of January 2023, the average old-age pension will be increased
to 585 euro - an increase of 69 euro. The minimum pension represents the exception that proves
the rule as it will be frozen until 2032. In times of sharp price increases, the poorest retirees will
therefore get no increase in pensions whatsoever from the government.

As the following table implies, in 2020, comparing earnings to expenses using simulated data,
recipients of old-age and disability pensions are left with less than 5 euro per day (€149.58 / 30
days = €4.99) for fulfilling their needs and wants. The situation after 2022 will be drastically worse
in comparison to 2020.

Table 1

The structure of net financial income and expenses of private households with respect to social

oroups — receivers of pensions

Indicator 2016 2017 2018 2019 2020
Net financial income (EUR) 4811 5005 5287 5528 5900
percentage:
income from social insurance 89,4 89,5 89,8 89,7 90,1
from that: pensions 86,3 86,5 86,9 87,1 87,5
Net financial expenses (EUR) 3 884 3972 4063 4184 4105
percentage:
consumption expenditures 92,3 92,4 92,5 92,8 92,8
percentage:
groceries and non-alcoholic drinks 25,8 26,6 27,0 273 27,0
housing, water, electricity, gas and 253 24.4 243 25,2 249
other fuels
health care 5,1 5,3 5,2 5,4 5,4
transportation 6.9 7,0 7,1 6,6 6,8
other net income 7,7 7,6 7,5 7,2 7,2
Income - Expenses 927 1033 1224 1 344 1795
Monthly balance in EUR 77,25 86,08 | 102,00 [ 112,00 [ 149,58

Source: Statistical Office of the Slovak Republic 2021

Silver economy
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The numbers related to employment of citizens who reached the retirement age are
uncompromising. Slovak seniors, despite their higher age, do actively engage in labour. There is
a significant increase in the number of working seniors over the past years as older people feel the
need to earn some extra money to improve their low standard of living.

Under the topic of the active elderly, it is becoming more and more common to speak about the
silver economy. The silver economy is a complex and multidisciplinary system, which concerns
virtually all seniors and every sector; private, non-profit, government public policies, autonomy,
etc.

Concerning pension policy, the Ministry of Labour has long been trying to fulfil one of the key
premises of social economy — standard of living of seniors. Increasing and thereby improving
the purchasing power of seniors and their households naturally makes it much more feasible to
develop the silver economy, a system whose goods and services are much oriented on seniors
and their needs. Another important areas of seniors’ life are private and public social services,
which are, to a large extend, systematically managed and financed by the government from public
resources.

In present circumstances, it is important to motivate employers to create shared, part-time
positions for people aged 50 years and more and to support the development of new forms of
employment that increase the flexibility of the labour market for people over 50 years old.

Seniors and the standard of living in Slovakia

In around 30 years, Slovakia along with Poland will join the countries where there is almost one
pensioner per every working person. This is the result of a study conducted by the Organisation
for Economic Co-operation and Development (OECD), which encourages governments to help
engage seniors in labour.

Since the life expectancy is steadily increasing, the process of engaging seniors will apparently
be necessary to maintain the current standard of living in developed countries. In 2018, 64% of
citizens in OECD countries aged between 55 and 64 years were working. In just a decade, this
number had increased by 8 percent and is likely to continue increasing.

The predictions for the year 2050 show a negative tendency that in developed economies,
including Slovak Republic, there will be 40% more retired citizens and people in inactive age per
one working person (in year 2018, there are 42 pensioners per 100 active people as opposed to 58
pensioners per 100 active people in 2050).

2005 2010 2015 2020 2025 2030 2035 2040 2045 2050

Table 2 The number of people in the age of economic activity (18-64 years)
per one pensioner in SK
Source: VDC, 2002

The pay-as-you-go pension plan created by Otto von Bismarck, which is used in Slovakia by
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the Social Insurance Agency, is based on the idea that the working people subsidize all pensioners.
However, the development shows that this system is starting to collapse as a result of:

- the increase of average life expectancy

- the decrease of natality (birth rate)

- general population aging

The increase of average life expectancy is triggered by improving healthcare and reducing

the manual aspect of work. While in 2002 an average man lived 69.5 yeas and an average woman
77.6 years, in 2050, it will be 71.6 years for men and 80.3 years for women on average. Such a
development causes higher financial requirements on the social insurance system and old-age

pensions.

In Slovak Republic in years 2020 to 2022, various types of pensions; old-age pension, early
retirement pension and disability pension were paid out as follows:

Table 3
Number of pensions paid out in SK
Period Total number of | Old-age pensions | Early retirement Disability
pensions pension pension
as of 31.12.2020 1411904 1 093 195 12 203 233 461
as of 31.12.2021 1 407 596 1 096 225 11992 227 426
as 0f 30.6.2022 1406 713 1 096 369 11 806 224 577

Source: Social Insurance Agency in Slovakia

Every year, the average monthly wage in Slovak Republic is more acceptable than the wage of
majority of the employed population. Equally poor is the comparison of the average and typical
pension. We can see this in the following tables, which illustrate the average and minimum pension.

Table 4
Average paid out pensions
Period Old-age Early Disability up Disability Disability
pension retirement to 70 % more than 70 (including
pension % partial
disability)
k 31.12.2020 487,37 474,48 217,79 394,74 284,53
k 31.12.2021 505,68 500,40 225,88 408,52 416,08
k 30.6.2022 515,72 507,06 230,15 416,30 297,76

Source: Social Insurance Agency in Slovakia

The precondition for increasing a pension to minimum pension is that the receiver’s total income
from pensions is lower than the minimum pension. The increase is determined by the difference
between the minimum and actual pension. The purpose of minimum pension is to secure sufficient
income so that the insured person does not fall into material need.

Table 5
Minimum pension from the 1st of January 2021
Pension insurance period for the Minimum pension in
purposes of the minimum pension in Euro
years
30 334.30
31 338.50
32 342.70
33 347.00
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34 351.20
35 355.40
36 359.60
37 363.80
38 368.00
39 372.20
40 378.50
41 384.80
42 391.10
43 397.40
44 403.70
45 410.00
46 416.30
47 422.60
48 428.90
49 435.20
50 441.50

Source: Social Insurance Agency in Slovakia

There is a rather poor situation in paying out old-age pensions as compared to average monthly
wage in the Slovak economy. Here, an average pensioner receives less than 45% of the average
monthly wage.

Table 6
Average old-age pension to average monthly wage ratio
in the National Economy of SK in %

Year Average old-age Average monthly Ratio in %
pension solo as of wage
31.12.in € in the National
Economy of SK in €
2019 460,39 1 092,00 42,16
2020 487,37 1 133,00 43,02
2021 505,68 1 211,00 41,76

Source: Social Insurance Agency in Slovakia

As mentioned earlier, increasing pensions by few euro per month can by no means compensate
for the coming price increases. Now that the pandemic is over, pensioners, although not all of
them, had overcome the difficult times and already the inflation has started to complicate their lives
again. With the arrival of year 2023, Slovak households will be hit by the energy price increases
even more. The planned valorisation of pensions cannot cover these increases for many seniors
and receivers of pensions (old-age or disability). It is in these households that the pensioners find
themselves in material need and are at serious risk of poverty. According to the data from the
Statistical Office of the Slovak Republic, the at-risk-of-poverty rate in years 2010, 2015 and 2020
by region looks like this:
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Fig. 2.
Source: The Statistical office of the Slovak Republic

In Slovakia in year 2021, every eighth citizen was at the risk of relative poverty, which is almost
660 thousand people. For the first time, the at-risk-of-poverty rate has increased year-on-year in
all regions of Slovakia, most significantly in PreSov region. Moreover, large and single-parent
families were at the highest risk, although their situation slightly improved year-on-year.

Furthermore, 12.3% of Slovak citizens were at risk of relative poverty, which means that their
income was lower than the calculated national absolute poverty line. As a result, 660 thousand
people had to make do with an income below the relative poverty, 45 thousand more than the year
before. Relative poverty is the most common of the three identified dimensions/components of
poverty and social exclusion in Slovak society. Overall, 10.3% of all seniors were defined as poor,
a rate twice as high as in year 2016.

Concerning relative poverty, apart from the unemployed, childless families are worst off:
a single person aged 65+, where the relative poverty moves around 28.5% in year 2021. The
proportion of people at risk of relative poverty in Slovakia was 11.4% in year 2020, but in 2021, it
was 12.3%. The worst situation was in PreSov region, 19.2%, while Bratislava region, on the other
hand, had the lowest proportion with only 4.2%.

The at-risk-of-poverty rate is the percentage of persons living in households where the
equivalised total disposable household income is below the at-risk-of-poverty threshold (defined
as 60% of median equivalised disposable income of all households).

Conclusions. According to analysts from the Institute of financial politics, the average pension
might exceed 700 euro in year 2025. However, the economist and adviser of the Union of Pensioners
in Slovakia points out that the standard of living of pensioners will not improve and the number
of poor pensioners will be growing. On the other hand, the analysts claim that because of the
valorisation of pensions based on inflation the standard of living will remain unchanged.

There are essentially two possible methods for solving this already difficult financial and social
situation for pensioners in Slovakia that could represent a substitute for the pay-as-you-go plan of

29



HAYKOBUIA BICHUK
36ipHuk HaykoBuX npaub Ne5-6 (306-307), 2023 00ecbK020 HAUIOHAILHO20 eKOHOMIYHO20 YHIgEpCUmemy.

social insurance. The first one is a system that has been used here for centuries and is now more
common in Asia and Africa It is based on the principle that every person finances their children,
themselves and also their parents. However, this system is not always reliable. Not only is there
a poor financial situation in the country, there is also the problem of a small number of children.

The genuine solution is that everyone saves for retirement throughout their active life. This is
a system already working in many countries of the world. It was first implemented to the national
(and therefore mandatory) system by a Chilean economist José Pifiera. Dr. Pifiera promotes creating
pension systems that are based on personal pension accounts. Since the system was introduced,
it has served tens of countries and in 2005, Slovakia has joined this modern path. Nevertheless,
the system of calculating old-age and other pensions must be changed. It has to factor in the
economic and political life of not merely our country, but of all countries of the European Union.
Such a calculation of pensions, however, will likely be applied only to those citizens, who are still
economically active today.

One must not omit that the government also has the duty to take care of seniors and receivers
of disability or old-age pensions, that could never engage in labour or worked for a short period
of time because of their severe disability. The same holds true for citizens who are childless or
did not have the opportunity to work but were not considered unemployed. In such cases it is
the government who has to take the responsibility and provide these citizens not only with the
minimum standard of living, but with what they need for living a decent life.

Acknowledgement: This paper is a part of the solution of the project IG-KEMM-01-2021/8.
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