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To analyse the impact of demographic development on the 
sustainability of the pension system and replacement rates in 
Latvia  
 
Tasks: 
 To develop pension system projections for the period 2038-

2060; 
 To assess the sustainability of the of the pension system based 

on long-term demographic projections; 
 To determine the theoretical replacement rates (TRR); 
 To simulate impact of demographic projections on the TRR; 
 To analyse whether it is possible to increase the theoretical 

replacement rates without endangering the sustainability of 
public finances. 
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Presentation Notes
The aim of the study is to analyse the functioning of the existing pension system (first and second pension pillar), excluding the effect of inherited pensions from the previous pension system. Therefore, I analysed the performance of the pension system for pensioners whose social contributions were made exclusively into the pension system that is in place now, i.e. starting from 2001 when the 2nd pension pillar was introduced. According to the Ageing Report 2018 assumptions, the average contribution period will be 37, rising to 38, so the first pensioners who have made pension contributions in both pension pillars will retire as of 2038. Methods and materials Literature review on sustainability of public finances, adequacy of pension systems and replacement of pension systems;Statistical data collections and empirical data analysis, empirical analysis;Development of the pension system model;Scenario analysis;Sensitivity analysis.
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 The Notional defined-contribution (NDC) pension scheme 
was created in 1996; 

 The State mandatory funded defined contribution pension 
scheme was implemented in 2001; 

 Old age pension is calculated: 
P=K/G, where 
P – pension; 
K – pension capital (annually updated using index of 
insurance contribution wage); 
G – life expectancy at retirement. 
 Annual pension indexation using CPI and wage growth. 
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The index of insurance contributions wage is an important factor in the pension calculation mechanism when calculating the pension capital of a socially insured person. AIAI is the ratio of current year social security contributions to the previous year. The index of insurance contributions wage is used to update the pension capital accumulated over the life of the insured at the time the pension is granted. The updating of pension capital started in 1998, when for the first time the ratio between 1997 and 1996 income from which social insurance contributions were paid was established.



An adequacy and sustainability trade-off 
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 The sustainability of the pension system is defined by 
the ability to cover its liabilities or promised payments 
without threatening its solvency; 

 In the research pension system is considered to be 
sustainable if pension expenditure is fully covered by the 
social contributions. 

TRR measure how a retiree`s pension income compares to a 
pre-retirement income. 
Adequacy of the pension system is defined by ability of 
pension system to provide income that is above at-risk-of-
poverty level during retirement. 
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Demographic projections 
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3/22/2020 7 The impact of demographic development on the sustainability of pension 
system and replacement rates in Latvia 



Results 
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Adequacy of pension system 
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 Pension system is considered to be sustainable, however 
pension income is not adequate. Ratio of pension income 
to wage falls below at-rate-of-poverty level in two years 
without annual government indexation;  

 TRR depends of number of employed people – decrease in 
TRR is mainly explained by negative demographic trends; 

 To maintain initial adequacy rate for whole retirement it is 
necessary to increase revenues by 7.6% during 2038-2060. 
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