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

On 31 December 2002, there were four private pension funds in Latvia: three open pension funds (the Pensiju fonds Baltikums, the non-profit-making JSC Parekss atklātais pensiju fonds, the JSC Unipensija) and one closed pension fund (the JSC Pirmais Slēgtais Pensiju Fonds). In the reporting year, the number of licensed private pension funds did not change.   

Private pension funds offered a total of nine pension plans. In 2002, one new pension plan was licensed.

Pursuant to the Law on State-funded Pensions, until 31 December 2002, the State-funded pension scheme assets were managed by the State Treasury only. As of 2003, the management of State-funded pension scheme assets was entrusted also to private asset managers selected by the scheme participants and licensed by the Financial and Capital Market Commission. Until 31 December 2002, licences entitling to manage State-funded pension scheme assets (the second-tier pension system) were obtained by five investment companies – the investment company Optimus Fondi, the investment company Hansa Fondi and the investment company Parekss ieguldījumu sabiedrība, the investment company LATVIJAS VADOŠO APDROŠINĀTĀJU ieguldījumu sabiedrība and the investment company BALTIKUMS ASSET MANAGEMENT. 

At the end of 2002, these investment companies and the State Treasury offered a total of eleven investment plans to participants in the State-funded pension scheme.  
PRIVATE PENSION FUNDS

In 2002, like 2001, revenues of private pension funds exceeded expenses. By the end of the reporting period, capital and reserves of private pension plans had increased by 1% as compared to 31 December 2001 and amounted to 821.7 thousand lats. 
Like previous reporting periods, investments of private pension fund assets were mainly placed in debt securities. On 31 December 2002, such investments made up 663 thousand lats, or 87% of total financial investments. The amount of accounts receivable fell by 11% as compared to 31 December 2001, accounting for 356.8 thousand lats, or 2% of total assets of private pension funds (4% – on 31 December 2002). 

PENSION PLANS
On 31 December 2002, pension plans were joined by 20 064 members, or by 16% more than at the end of 2001. In 2002, contributions made to pension plans totalled 3.9 million lats (in 2001 –3.3 million lats). 99% of these contributions were made by employers (in 2001 – also 99%). In the reporting period, as compared to 2001, the amount of contributions made by individual pension plan members grew by 40% while the amount of contributions made by employers, by 15%. 

At the end of the reporting period, the pension capital accrued by pension plans amounted to 13.97 million lats, or 47% more than on 31 December 2001. 

In 2002, the amount of the pension capital paid out increased by 50% as compared to the respective period of the preceding year. The pension capital paid out by the end of the reporting period totalled 180 thousand lats – 94% were paid out because of the retirement age of pension plans’ members while 6%, in the case of death of pension plans’ members. 

In 2002, pension plan assets rose by 47% as compared to the end of 2001, totalling 14.0 million lats at the end of the reporting period. Pension plan assets were mainly invested in debt securities – the investments of this type accounted for 8.0 million lats, or 57% of total pension plan assets on 31 December 2002 (See Fig. 1). In the reporting period, investments in time deposits with credit institutions grew by 60% as compared to 31 December 2001. On 31 December 2002, their share in pension plan assets constituted 34% (on 31 December 2001 – 31%). It should be noted that the investments of pension plan assets in shares and other variable-yield securities grew comparatively rapidly (by 97% in the reporting period), though their share in total assets was still comparatively small – 6%, or 824 thousand lats. 

Figure 1 

STRUCTURE OF PENSION PLAN ASSETS 
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In 2002, investments made in foreign countries increased threefold and amounted to 1.7 million lats on 31 December 2002. 12.3 million lats, or 88% of pension plan assets were placed in Latvia (at the end of 2001 – 93%) (See Fig. 2). In the reporting period, 38 % of the investments made in foreign countries were placed in Lithuania, 26% – in Estonia, 11% – in Poland, the other – in other European countries and the U.S.

Figure 2
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GEOGRAPHICAL BREAKDOWN OF PENSION PLAN INVESTMENTS
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MANAGEMENT OF STATE-FUNDED PENSION SCHEME ASSETS 
Before 31 December 2002, 335 037, or 14% of Latvian residents had joined the second-tier of the State pension system. During 2002, 28 094 participants, or 8% of the total number of scheme participants had voluntarily joined the State-funded pension scheme (compared to 26 188 residents, or 10% the total number of scheme participants in 2001). 

In 2002, the State Treasury, which was the only manager of the State-funded pension scheme assets until 31 December 2002, received funds from the State Social Insurance Agency in the amount of 8.997 million lats. The State Treasury commenced its activities related to the management of State-funded pension scheme assets on 1 July 2001. On 31 December 2002, the net assets of the investment plan managed by the State Treasury comprised 12.3 million lats. 

At the end of the reporting period, the value of each investment portion was 1.09 lats (at the end of 2001 – 1.02 lats). Within 2002, the value of each investment portion of State-funded pension scheme participants rose by 6.9%. 

According to the information provided by the State Social Insurance Agency, before the beginning of 2003, 29 120 residents had expressed their wish to change the investment plan of the State Treasury to another one, or had re-registered themselves by choosing some investment company.  
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