DEVELOPMENT OF THE SECOND- AND THIRD-TIER PENSION SCHEME
GENERAL INFORMATION

On 31 December 2003, there were five private pension funds in Latvia: four open pension funds (Pensiju fonds Baltikums, the JSC Hansa atklātais pensiju fonds, the non-profit-making JSC Parekss atklātais pensiju fonds, the JSC Unipensija) and one closed pension fund (the JSC Pirmais Slēgtais Pensiju Fonds). 

Private pension funds offered a total of 12 pension plans.

At the end of the 4th quarter of 2003, State-funded pension scheme (second-tier pension scheme) assets were managed by six investment companies (the investment JSC BALTIKUMS ASSET MANAGEMENT, the investment company Hansa Fondi, the JSC LVA ieguldījumu sabiedrība, the investment company Optimus Fondi, the investment JSC Parekss ieguldījumu sabiedrība, the JSC investment company Ieguldījumu sabiedrība Suprema fondi) and the State Treasury. 
On 31 December 2003, investment companies and the State Treasury offered a total of 17 investment plans to State-funded pension scheme participants.  

PRIVATE PENSION FUNDS 

In the reporting period, marked changes in the aggregate balance sheet of private pension funds were brought about by operations of the newly-licensed private pension fund (the JSC Hansa atklātais pensiju fonds was licensed in the 2nd quarter of 2003), when compared to 31 December 2002. By the end of the reporting period, capital and reserves of private pension funds had increased by 17%, reaching 963.6 thousand lats. 

In 2003, expenses of private pension funds exceeded revenues, totalling 56.7 thousand lats.
Like previous reporting periods, financial investments of private pension fund assets were mainly placed in debt securities. On 31 December 2003, investments of this type made up 575.8 thousand lats, or 67% of total financial investments. 

PENSION PLANS
On 31 December 2003, there were 26 610 participants in pension plans, or 33% more than at the end of 2002. 

In 2003, contributions made to pension plans totalled 4.7 million lats (in the respective reporting period of 2002 – 3.9 million lats). Of these contributions, 96% were made by employers (compared to 99% in 2002). In the reporting period, individual pension plan participants demonstrated relatively higher activity as compared to the year before. The amount of contributions made by individual pension plan participants grew fourfold while the amount of contributions made by employers, by 19%. 

The average age for pension plan participants has remained unchanged for the last two years, i.e. 41. The share of the accrued pension capital for this age group has thus invariably remained the largest one, i.e. 16% of the total pension capital accrued. 

At the end of the reporting period, the pension capital accrued by pension plans accounted for 19.2 million lats, or 37% more than on 31 December 2001. 

In 2003, the amount of the paid-out pension capital increased twofold year-on-year. The pension capital paid out by the end of the reporting period made up 391.5 thousand lats – 91% of total payments were paid upon retirement to pension plan participants, while 9% were allocated upon the participants’ death. 

In 2003, pension plan assets grew by 38% year-on-year and amounted to 19.3 million lats at the end of the reporting year. Pension plan assets were mainly invested in debt securities, that is, such investments constituted 12.2 million lats, or 64% of total pension plan assets on 31 December 2003 (See Figure 1). In the reporting period, time deposits with credit institutions increased by 17% year-on-year. Their share in pension plan assets slightly dropped and accounted for 29% on 31 December 2003 (compared to 34% on 31 December 2002). 

Figure 1 

STRUCTURE OF PENSION PLAN ASSETS
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In 2003, investments made in foreign countries increased 1.6 times year-on-year and reached 2.7 million lats on 31 December 2003. Of pension plan assets, 16.3 million lats, or 86%, were placed in Latvia (compared to 88% on 31 December 2002) (See Figure 2). In the reporting period, 4% of investments were made in Lithuania, 3% – in Estonia, 2% – in securities issued by international financial institutions (the Nordic Investment Bank), and the other 5% – in 10 other countries.

Figure 2

GEOGRAPHICAL BREAKDOWN OF PENSION PLAN INVESTMENTS

(as a percentage)
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MANAGEMENT OF STATE-FUNDED PENSION SCHEME ASSETS
Before 31 December 2003, 495,062, or 21% of Latvian residents had joined the second-tier of the State pension scheme
. 138,138 participants, or 28% of the total number of scheme participants, had voluntarily joined the State-funded pension scheme (compared to 28,131 residents, or 8% of the total number of scheme participants at the end of 2002).

In 2003, the amount of net assets of the investments plans for the State-funded pension scheme rose twofold as compared to the end of 2002 and totalled 25.5 million lats. 

On 31 December 2003, the volume of investment plan investments for the State-funded pension scheme assets accounted for 25.4 million lats, which is two times more than on 31 December 2002. 

The year 2003 was the first year when investment management companies got involved in the management of State-funded pension scheme assets, thus bringing about changes in the structure and geographical breakdown of investments.

The investment structure slightly changed as compared to the end of 2002, that is, 18.4 million lats, or 73% of total investments, were made in debt securities (compared to 75% a year earlier) and 26% of total investments, or 6.6.million lats, were invested in time deposits with credit institutions (compared to 25% a year earlier). 

Major changes occurred to the geographical breakdown of investments. Compared to 31 December 2002, when all the State-funded pension scheme assets were invested in Latvia, on 31 December 2003, 89% of total investments, or 22.5 million lats and 2.9 million lats, were invested in 17 other countries, including Germany, Poland, Russia and the Great Britain, as well as in securities issued by international financial institutions (the Nordic Investment Bank, the European Investment Bank).  













� Data of the Central Statistics Board / www.csb.lv.
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