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AN APPRAISAL OF TURKEY’S VOLUNTARY INDIVIDUAL PENSION SYSTEM
FROM A PERSPECTIVE OF PENSION EQUALITY

Abstract

Since 2003, Turkey’s pension policy has been increasingly based on facilitation of
individual savings administered by private pension funds. The introduction of private pensions is
expected to reinforce inequalities as a result of socio-demographic features and pension system
design. This article evaluates voluntary individual pension system with a perspective on pension
equality. Monthly contributions to pension accounts are explored on the basis of socio-economic
and demographic characteristics of the customers of a currently operating pension company.
Findings reveal that differences in people’s saving capacities have become a source for pension
inequality. Furthermore, state subsidies, which increase in proportion to individual contributions,
strengthen unequal distributional dynamics. Pension privatization harms social solidarity as it
intensifies existing social inequalities.

Keywords: Pension reform, multi-pillar pension system, pension inequality, Turkey

1. Introduction

Social security protects labour against risks, though this comes with an economic cost. The critical
questions are, who would bear it and to what extent. The World Bank (WB 1994) and the
Organization for Economic Co-operation and Development (OECD 2000) have advocated pension
system redesign with reasons of ageing population and unsustainable deficits. The WB’s 1994
report, Averting the Old Age Crisis, largely shaped pension reforms towards a multi-pillar pension
system in many countries. Governments in tens of countries reduced pension levels, increased
pension age and restructured the public-private mix by strengthening private pensions (Behrendt
2000; Mesa-Lago 2014). This universal trend - justified by the rationale of financial sustainability
- raised concerns for social sustainability because of its old-age poverty and inequality effects

(Ebbinghaus 2019; European Commission 2015).
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Similarly, in the 1990s the Turkish social security system had growing deficits due to early
retirement age, various amnesty laws applicable to receivables, high unregistered employment, and
low premium collection rates (Social Security Institution 2019). The International Labor
Organization (ILO 1996) and business associations emphasized that the social security funds used
for political goals and mismanaged; such a financially unsustainable system could not meet the
pension and healthcare needs of an ageing population that has yet to emerge. Consequently, under
the auspices of the International Monetary Fund (IMF) and WB in the 2000s, the pension system
was transformed to reduce transfers and benefits for participants while increasing individual
contributions (Erdogdu 2006; Yilmaz Akin 2018). At a time of worsening income distribution, this
transformation led to the exclusion of the poor from the public social security system by increasing
the pension age and the length of premium payments (Erdogdu 2006). In this process, a shift to a

multi-pillar pension system was projected.

As the social security was treated as a financial burden rather than an element of social
cohesion, the goal of pension funds was redefined with an emphasis that the pension system needed
to foster economic growth by channelling more resources to the financial markets. Implementation
of the voluntary individual pension system (IPS) in 2003 started a transition that gradually shifts

the responsibility of securing sufficient retirement income to individuals.

The multi-pillar pension system consists of private companies and public institutions,
though it is increasingly based on individual savings. As of 2016, the pension system in Turkey
consisted of “a large first pillar, a small second pillar and a modest but growing third pillar” (IMF
2016:13). The first pillar consists of unfunded social security benefits publicly administered
through the social security institution. The public pension system is based on the Bismarck model:
premiums drawn from the wages of employees are collected in a joint pool and benefits after
pension entitlement are provided based on premiums paid (Social Security Institution 2019). The

first pillar included three social security institutions: The Social Insurance Institution for blue-collar



workers in the public and private sectors, the Retirement Fund for civil servants, and the Social
Insurance Institution for Tradesmen and Craftsmen and Other Self-Employed People. In 2006,
these three institutions were united under a single roof, the ‘Social Security Institution’. The second
pillar mainly consists of two mandatory occupational pension schemes - one for the military
personnel and the other for the employees of the state-owned coal mining companies - as well as
some 250 voluntary occupational pension schemes that are very small in size and coverage
(Peksevim & Akgiray 2019). The third pillar encompasses the private individual pension accounts,
which was initially based on a voluntary basis. However, because the public interest in the system
was lower than expected, as of January 1, 2017, the automatic enrolment system (AES) was
additionally put into practice, contributing to the growth of the third pillar. In the AES,
contributions are automatically collected from all workers and civil servants under the age of 45.
Implementation of the AES was spread over six stages within two years. The system started with
enrolment of employees of the largest businesses and completed with enrolment of employees in
the smallest workplaces on January, 1 2019 (PMC, 2018). The number of participants in the AES
quickly raised to a level close to the voluntary IPS but its fund size has not yet reached to a
comparable level. As of June 12, 2020, there were 6.9 million participants in the voluntary IPS
with a total fund size of 135.8 billion TL while the respective numbers were 5.5 million participants
and 9.7 billion TL for the AES (PMC 2020). Currently, voluntary participation and automatic

enrolment are implemented simultaneously in IPS.

The state has subsidized the IPS continuously. Initially, the subsidies were in the form of
tax advantage; from January 2013 participants started to benefit from a government matching
contribution of 25% of investment, capped at 25% of the annual minimum wage (IMF 2016). This
25% state contribution was also added to the employee contributions in the AES with an additional
one-off payment of 1,000 TL at the first entry into the system (PMC 2018). Participants in both the

voluntary IPS and the AES can receive the full government contribution when they stay in the



system for at least 10 years.! Therefore, the state contribution has been designed to discourage the
exits. Besides, since the government contribution is in proportion to individual contribution,
participants are encouraged to save more. Introduction of the state contribution strongly influenced
the IPS participation (Figure 1); between 2006 and 2019, the number of participants increased from
1.1 million to 6.9 million while the total asset size increased from 2.1 billion TL to 101.9 billion

TL (PMC 2020).
[Insert Figure 1 here]

This study empirically investigates the distributional effects of the voluntary IPS on future
savings of participants by using simulations based on a regression model of monthly contributions.
It first investigates whether savings decisions of participants differ according to socio-economic
and demographic indicators. Secondly, it examines the consequences of matching state subsidies
from a perspective of pension equality.”> Although a few studies on Turkey address the equality
implications of the IPS with a gendered perspective (Bozkus & Elveren 2008; Elveren 2008; Sahin
et al. 2010; Elveren 2013), to the authors’ knowledge, this is the only study that examines the role
of state subsidies and the overall inequality effects in participants’ future savings. This study uses
individual level data retrieved from voluntary individual pension accounts to demonstrate the
inequalities in individual savings. By doing so, it fills a gap in literature that is dominated by macro
data studies.® The paper further contributes to the literature on pension reform in middle-income
countries. Turkey started its pension reform later than many other countries and continued to
deepen privatization while many countries in Latin America and Europe were reversing their
reforms. Displaying regressive distributional impact of privatization provides a basis for policy-
makers to revalue and reverse the pension reform especially at the dawn of a new wave of global

economic crisis triggered by the Covid-19 pandemic.

The rest of the paper is organized as follows: Section 2 reviews the literature on

distributional effects of the private pension system. Section 3 presents the data and the model.
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Results of the regression analysis are discussed in Section 4. Role of matching state contributions

is evaluated in Section 5. Section 6 concludes.
2. Private Pensions and Inequality: Findings in the Literature

Pension reforms have been advocated to provide individuals with more choice in their
retirement decisions (OECD 2000; WB 1994). However, pension privatization is expected to
exacerbate social inequalities and old-age poverty because of investment risks, higher
administrative costs, and inability of private markets to provide retirees with affordable, indexed
and certain annuities (Festic and Mencinger 2009). In most cases, it has led to inadequate coverage,
in particular for the unpaid workers, the unemployed, or those employed in the informal sector
(Behrendt 2000). Full privatization of the pension system in Chile in 1981 and partial privatization
in Argentina in 1994 are the Latin American examples to diminishing coverage (Willmore 2007;

Mesa-Lago 2009).

Private pensions deepened existing labour market inequalities in industrialized countries by
leading to uneven coverage and inequality in pension benefits in particular for older pensioners,
single pensioners, women and ethnic minorities (Behrendt 2000; Sunley 2000). Rising inequality
and old-age poverty effect is also found by Zaidi et al. (2006), Been et al. (2017) and Piirts & Vork
(2019) in the EU. Similarly, the shift to a mixed pension model from 1991 to 2015 in China
generated pension inequality and wider social stratification by privileging the better off (Zhu and
Walker 2018). Pension reforms in many countries have gradually increased official retirement ages
with concerns for financial sustainability disregarding the disparities among old-age workers
(Ebbinghaus 2019). Etgeton (2018), based on simulation results of an increase in the retirement

age for West German men, concludes that poverty-vulnerable groups are hit the hardest.

Pension privatization reinforces gender inequalities too. As pensions are calculated based

on mortality tables differentiated by sex, women’s early retirement coupled with their higher life



expectancy have widened the gender pension gap in Latin America (Mesa-Lago 2009). Under the
adverse effects of the 2008 crisis, the gendered nature of retirement income is expected to be
reinforced in the EU (Foster 2014; Burkevica et al. 2015; Betti et al. 2015). Simulating the effects
of recent pension system reforms in Denmark, Finland, the Netherlands, Germany and the UK,
Beach & Bedell (2019) find that low educated workers with no job security and women who do
unpaid domestic or care work are forced into an impossible choice: exiting the labour market and
being penalized financially or remaining in employment and face deteriorating health due to harsh
working conditions or neglecting care responsibilities. Further, family caring commitments result
in fragmented employment patterns and lower supply of hours, enforcing differences in hourly pay,
occupational status and career trajectories, which then transform into pension inequalities later in
life (Palmer 2017). Lis & Bonthuis (2019) confirm this for Italy, Latvia, Norway, Poland, and

Sweden; and Bonnet et al. (2018) for France.

As of 2018, eighteen of the thirty countries in Latin America, Eastern Europe, the former
Soviet Union and Africa that fully or partially privatized their public mandatory pensions during
1981-2014 have reversed their privatization by loosening age requirements, increasing pension
benefits, and expanding coverage (Ortiz et al. 2018). Argentina, Bolivia, Czech Republic, Hungary,
Kazakhstan and Poland had returned to or strengthened their public pension schemes. Estonia,
Latvia, Lithuania and Slovakia drastically reduced the size of their individual schemes (ILO 2017).
This retreat was a response to the undesirable effects of pension privatization that were voiced even
within the World Bank (see Orszag & Stiglitz 2001; Gill ef al. 2005; Kay & Sinha 2008). A large
majority of those countries turned away from privatization after the 2008 crisis during which
drawbacks of the private system became more evident with a variety of social and fiscal impacts
(Ortiz et al. 2018).* However, OECD (2019) and IMF (2019; 2020) continued to support pension

privatization by warning that pension systems can be fragile in the face of future economic crises



and the ageing population. Meanwhile, inequality and social sustainability continue to remain
secondary in the rhetoric of the international institutions.

While the state has subsidized the shift to private pensions in Turkey, its unequal
distributional impact has not been considered in the pension system design. Pension levels are
determined by individual contributions. Differences in people’s saving capacities, therefore,
became a source for pension inequality in the IPS. Besides, policy makers have ignored regressive

effects of state subsidies transferred to private pensions.

Studies on the gender dimension in Turkey show how women’s disadvantaged position in
the labour market and their higher life expectancy negatively affect their retirement benefits
(Elveren & Hsu 2007; Elveren 2008). Elveren & Hsu (2007) calculate the retirement benefits for
women to be 55 to 75 percent of those of men while Elveren (2008) reports a higher gender gap.
Using individual level data, Bozkus & Elveren (2008) and Sahin ef al. (2010) examine the gender
differences in regular monthly contributions. These studies find that endowment and social status

differences lead to differing monthly contributions in favour of men.

Country examples from literature reveal that the private pension systems tend to exacerbate
social inequalities rather than providing pathways towards a more egalitarian distribution. Studies
commonly point to the wealth inequality consequences arising from the disadvantaged position of
some groups in the labour market - such as the women, elderly or the disabled - and/or the
disadvantages created by the differences in employment patterns and issues around job security.
The emphasis is mostly on the rising social inequalities due to certain segments of the society not
being able to fully participate in the system. This study follows a different approach, in that leaving
the inadequate coverage of the IPS aside, we focus on those who are in a position to participate in
the system with regular contributions and examine the pension inequalities within that relatively
better-off segment in the society. We differentiate two complementary sources of inequalities

amongst system participants: (i) pension contribution differences created by their endowment



differences; (ii) the amplifying role of 25% state contributions on the future wealth of participants.
Hence, this study contributes to the literature by empirically investigating the distributional effects
of the IPS on participants’ future savings by using simulations based on a regression model of
monthly contributions. After estimating the effects of socio-economic and demographic indicators
on monthly contributions, we reveal the role of state contributions in deepening the inequalities

across different segments of the society.
3. Data and Model

For a discussion of pension privatization in Turkey from a perspective of pension equality, this
work first explores whether savings decisions of IPS contributors differ in terms of their socio-
economic and demographic characteristics. To this end, we estimate a regression model explaining
the variation in monthly contributions. The coefficient estimates from this model are then used in
a simulation exercise to examine the role of state subsidies, which increases in proportion to
contributions made by the participants, and the inequalities that these subsidies are likely to create

on the expected future savings.

The dataset in this study is taken from a currently operating private pension company that
had a market share of around 6% participants as of December 20, 2012. The database includes the
most recent information on all 184,520 customers who were paying regular contributions. Updates
on participant details were made by the company and no information was kept in the database for
those who exited the system for any reason. The database includes information on various
indicators but those which raised concerns about accuracy or those with a lot of missing values
were not included in the analysis. We also excluded 1,074 participants who were residing abroad.
Our estimation sample includes 124,890 observations due to this exclusion as well as missing

observations for some individuals.



The monthly contributions in the sample have a mean value of 197.8 and a median of 150.
The demographic and socio-economic indicators that are included in the model are: age, marital
status, gender, monthly income, education level, and development level of the place of residence.’
Place of residence (81 municipalities) are grouped into four categories according to their
development levels: the first 20; 21st to 40th; 41st to 60th, and 61st to 81st. This classification is
made using the socio-economic development ranking of municipalities in 2011 by the Ministry of
Development (2013) based on 61 indicators covering demographics, education, health,
employment, competitive and innovative capacity, financial capacity, accessibility, and standard
of life. 69.9% of the participants in the data are residing in the cities ranked in the first 20, while

the percentages are declining as we move towards the least developed regions.®

Preliminary observations on the summary statistics provided in Table 1 are in line with the
results in literature. 70% of the participants are male while 72% are married. Females appear to be
underrepresented in the system, constituting only 30% of the participants. Around 57% of
participants are aged below 40. The average monthly contributions for both men and women are
198 TL, with variations across marital status categories. In our regression model, this differing
impact of marital status on monthly contributions is captured by an interaction of the marital status

variable with the female dummy.

[Insert Table 1 here]

Results presented in the following section are based on data from a pension company. It
was not possible to obtain data through any other additional source. Though the Pension
Monitoring Center of Turkey provides aggregate statistics, these were not detailed enough to

integrate in our analysis. We checked the representativeness of our data by comparing sample



distributions of a group of indicators with their corresponding distributions in the sector. We
applied chi-squared test and G-test to compare the relative frequency distributions of the following
indicators (Mangiafico 2016)”: gender, age group, development level of the municipality of
residence, geographical region of residence. The results from both tests suggest that the sample
distributions of these indicators are statistically different from the distributions in the sector.
Although the differences are found to be statistically different from each other, the bar plots of all
indicators, with the exception of gender with a 10.4 percentage points difference, do not reveal
large differences in magnitude (see Figure 2). This suggests that the rejection of the equality of
relative frequency distributions is mainly driven by the large sample size, where even the smallest
difference appears to be statistically significant, rather than large differences in sample and sector
proportions®. We continue with monthly contribution regression estimations in the next session as
we believe that the observed differences in relative frequency distributions are not large enough to
bias the coefficient estimates on the effects of the regressors. However, mindful of the issues around
sample representativeness, we refrain from making any savings gap calculations at the aggregate
level. Instead, we limit the analysis to revealing the contribution of each individual endowment

difference to the total individual savings over the 10 and 20 years.
[Insert Figure 2 here]
4. Regression Results

The sample used in this study has a cross-section structure. It was not possible to track individuals
over time because the information previously collected on participants was replaced by the most
recent figures as the company updated its database. Since the variable of interest - monthly
contributions - is a continuous variable, we used Ordinary Least Squares to estimate the impact of
each individual characteristic. Logarithmic transformation is applied to the monthly contributions
variable as the Bowley measure of skewness (-0.73) reveals that it is strongly left-skewed. Table 2
reports the estimation results. All independent variables are statistically significant at 0.1%, but
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gender, which is significant at 1%. The effect of each dummy variable on the monthly contribution

is calculated by applying the following transformation:

[exp(B) — 1] x 100

where § is the estimated coefficient on the relevant independent variable. These percentage effects

are reported in the last column of Table 2.
[Insert Table 2 here]

According to our estimation results, holding all other factors constant, single women, on
average, pay 1.26% less contribution than single men while married women pay 3.48%° higher
contribution than their male counterparts. Marital status appears to have a reducing impact on
monthly contributions paid by men (1.25%) while it has an increasing impact for women (3.49%).
Although estimation results suggest that the monthly contribution is the highest for married women,
this group is likely to be the most disadvantaged in the public pension system due to their low

participation.

Contributors living in the second most developed set of municipalities pay 1.28% higher
contribution than those living in the first group. The amount of contributions declines as we move
towards the third and fourth (least developed) groups, respectively, by 2.80% and 4.24%. Results
for age dummies reveal increasing quantities of monthly contributions as we move towards higher
age categories. In comparison to the 18-29 age category, contributors aged 30-39, 40-49, 50-59 and

60 or above, respectively, pay 2.81, 8.01, 12.60 and 25.89 percent higher contributions.

A similar increasing pattern is also observed for the monthly income and education dummy
variables; for these two sets of dummies, as we move from the lowest to the top category, we
observe effects increasing in a multiplicative manner. Contributors in the highest income group
(people who earn above 5000 TL a month), on average, pay 41.62% higher than those in the lowest

income group while contributors with an income between 3001 TL and 5000 TL pay 10.84% higher
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than the lowest earners. In comparison to the contributors with an education at primary school level
or lower, contributors with university and postgraduate degrees pay, respectively, 29.96% and

36.36% higher.

The signs of the regression results are consistent with the expectations and findings in
literature. Among the social and demographic factors that are included in the model, income,

education level and age are the top three sources of the dispersion in IPS contributions.
5. Role of State Contributions

In the second stage of our analysis, we use the coefficient estimates obtained from our model and
calculate how differences in individual characteristics and endowments, together with government
subsidies reinforce inequalities in individuals’ future wealth. Our calculations are based on the
guidelines provided in Treasury’s circular on saving and repayment tables (see Turkish Treasury
2010) to be used in IPS. Accordingly, we assume regular monthly contributions over durations of
10 and 20 years and use a pessimistic 6% gross rate of return.! Each contributor receives a

government subsidy of 25% on the contribution that she makes.

In Table 3, the impact of each factor on total savings is assessed by comparing each category
with the base category of that dummy variable set while holding all other factors constant. In each
case, an individual in the base category is assumed to pay a monthly contribution of 200 TL (the
sample average of monthly contributions is 197.8 TL); the expected contributions in other
categories are predicted by using the coefficient estimates reported in Table 2. For the interacted
gender and marital status variables, for example, the first column indicates that in comparison to a
single man who pays a contribution of 200 TL a month, a married man with similar characteristics
(i.e. all factors other than marital status is kept constant) is expected to pay 198 TL while a married
woman pays 204 TL. Similarly, for our education dummies, we observe that each additional
educational degree is expected to boost the monthly contributions further. As another indicative

example, in comparison to an individual with a primary school or lower educational qualification,
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a secondary school graduate with similar characteristics is expected to pay a contribution of 208
TL while the premiums for vocational high school, high school, university and postgraduate

degrees are estimated to be 18, 30, 60, and 73 TL, respectively.

The second and third columns in the table show, respectively, the total invested capital over
10 years and the total value of that investment with a 6% yearly gross rate of return. The fourth
column shows the difference in individual savings arising from endowment differences. Columns
V to VII show the corresponding figures based on a state contribution of 25% on an individual’s
investment. As an indicative example, while an individual with a primary school or lower
educational qualification receives a monthly state contribution of 50 TL for each 200 TL of
individual contribution, an individual with a postgraduate degree would be receiving a monthly
state contribution of 68.25 TL based on their 273 TL contribution. The total savings column
(column VIII) is the sum of savings gained by individual (column III) and state (column VI)
contributions. Finally, column IX shows the differences in 10 years of savings arising from
differences in the respective explanatory variable. Columns X to X VII repeat these calculations for

a duration of 20 years.

Both the individual and state contributions are kept in a retirement fund. The monthly rate
of return on these contributions is calculated by assuming a fund management fee of 1.5% and
0.37% for, respectively, the individual and state contribution funds. Accordingly, the monthly rate
of returns on individual and state contributions are calculated to be, respectively, 0.367% and
0.457%.'" Accordingly, while the monthly rate of return for individual savings is 0.6821%, it is

0.7691% for state contributions.

Table 3 presents the role of endowment differences in individuals’ future savings over 10
and 20-year periods. It also reveals how state contributions that are paid in proportion to individual
savings exacerbate the inequalities. In line with the regression results, differences in age,
educational attainment and monthly income create the widest gap, producing a total savings

13



difference up to, respectively, 10,000, 14,000, and 16,000 TL in 10 years and 26,000, 36,000 and
41,000 TL in 20 years.!? The worsening impact of IPS on gender inequalities has been widely
emphasized in literature. Our results, at first sight, seem to contradict these findings. However,
only 30% of contributors in our sample are women, which suggests that, in comparison to men,
women are underrepresented in the system. Besides, the reported results only reflect the differences
arising from differences in gender and marital status for individuals of the same age, living in cities
with the same development level, and more importantly, with the same income and educational
attainment.

Indeed, a big proportion of women in the society do not have the means to participate in
IPS. In 2013, the female labour force participation rates for the never married, married and divorced
were, respectively 37.9%, 30.5%, and 50.9% while the corresponding figures were 61.4%, 77.3%,
and 72.9% for men.!? Whilst the labour force participation rate is the lowest for married women, it
is the highest for married men. Married women participants in the IPS (20.2%) are likely to have
higher monthly contributions in order to partially compensate for their otherwise disadvantaged
position due to their low and interrupted participation in the labour market, hence their lack of
social security. Hence, one can state that for women that are entangled in the traditional family
model, the private pension system gives them an opportunity to save, contributing to at least a
partial improvement in their lives. However, we need to stress that this compensation could not be
areal choice in terms of social security for most women who do not have sufficient saving capacity.
Latest employment figures in Turkey reveal that in 2019, only 31.8% of the employed were women.
Of those who were in employment, 25.11% (14.9%) of women (men) were in agriculture while
22.9% (4.5%) of women (men) were unpaid family workers.!* Therefore, not only women are
underrepresented in the Turkish labour market, but also, in comparison to men, they are more likely
to be unpaid family workers or are employed in agriculture. Therefore, it can be concluded that

IPS cannot be seen as a mechanism to compensate gender-based inequalities in reaching pension
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security; on the contrary, it contributes to growing socio-economic gulf between different classes

of women.

The simulation results presented in the study are based on a few assumptions. First,
following the guidelines of the Treasury, we assume regular monthly contributions over durations
of 10 and 20 years. As stated in section 2.1, the system is designed to discourage early exits:
participants would be receiving government contributions in full only when they stay in the system
for at least 10 years. Because we aim to reveal the worsening impact of government contributions,
we choose a minimum of 10 years of participation in the system. An early exit from the system
comes with a high opportunity cost, which the financially better-off participants could avoid more
easily while those who cannot afford to make regular payments for at least 10 years would lose a
part of their potential earnings. This may imply greater inequalities than what our calculations
reveal. We additionally assume that the coefficient estimates on the characteristics that we include
in our regression model remain constant over time. Differences in contributions of people from
different backgrounds may narrow down over time with, for example, the changing roles of women
in the family or in the labour market; relative importance of skill-level (measured by educational
attainment) in the labour market; or the changing levels of economic activity of municipalities. The
implications of these changes on our calculations are hard to predict and this is a limitation that we
acknowledge. However, the simulation results are still informative as they show how the
government contributions could worsen the distribution of savings given the currently observed

characteristics.

Furthermore, the analysis presented here is based on individuals who have IP accounts.
Exclusion of those who do not have the means to participate in the IPS is an important limitation
and is likely to lead to sample selection bias.!> A more precise assessment would be to examine
IPS’s distributional effects across all segments of the society, which is expected to be worse than

what this study reports. The IPS favours a group of people who are already in an advantaged
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position while economically inactive population, informal sector employees, unpaid family
workers and/or individuals engaged in agricultural activities are mostly neglected. In 2013, the
unemployment rate in Turkey was 9%; in 2014, 29.5% of the employed were in either self-
employment (17.3%) or unpaid family work (12.2%). In age group 30-34, where the number of
participants peaks in our data, the labour force participation rate in 2016 was 69.3% (95.6% for
men and 42.5% for women) while the unemployment rate was 7.7% for men and 12% for women. ¢
These figures, overall, suggest that a segment of the population, who is in the highest need of a
better social security system is pushed in a disadvantaged position. While those who enter the
labour market as wage laborers participate in the insurance realm as customers, the non-working
poor depend on social aids (Ozdemir & Yiicesan-Ozdemir 2006). Erdogdu (2006) advocates that
in a time of worsening income distribution and rising flexibility of employment, the real need was
indeed for a reform that could improve social security conditions of low-income groups; instead,

the poor were excluded from the obligatory public social security system.
[Insert Table 3 here]
6. Conclusion

With the shift in Turkey’s pension system, individuals have been directed towards
developing their own solutions against the old-age risks to the extent of their saving capacities.
Confirming the literature, this article found that socio-economic and demographic characteristics
play important roles in the voluntary IPS participants’ savings decisions. In general, weaker social
segments such as the young, women, low-income earners, low-educated people and those living in
less developed municipalities are found to be at a disadvantaged position. Our calculations further
show that the state incentives reinforce these inequalities by transferring more resources to those

with higher savings.

Our results suggest that married women pay higher contributions than others (i.e. men and

single women). However, women, overall, are underrepresented in the system. While married

16


http:women.16

women who have the ability to pay contributions try to compensate for their disadvantaged position
via private pensions, most women, without having sufficient savings capacity, do not have access
to this opportunity. Therefore, we conjecture that individuals who are not included in the
compulsory public social security system, who are unable to save through the IPS, and who are out
of auto-enrolment based private pension programs (as they do not have regular jobs and sufficient

incomes) will be pushed out of social security in terms of retirement.

Moreover, the IPS can only provide security in proportion to individuals’ savings, unlike
the public system which supports individuals throughout their lifetime. The IPS provides returns
that are directly affected by the market performance of assets; hence, there is no guaranteed future
income. The substantial drop in the private-funded pensions’ assets during the 2008 crisis or the
2020 coronavirus outbreak exemplify the volatile nature of the financial markets. The financial
market risk caused by this volatility could lead to inadequate pensions that undermine social
security and worsen unequal outcomes (Orenstein 2013). Therefore, governments have been under
rising pressure to regulate the pension markets to ensure stability in pension provision as the search

of pension companies for higher yield itself exacerbates market volatility (Hassel ef al. 2019).

As well, the literature provides evidence on the worsening consequences of the 2008
financial crisis on the income and wealth inequalities. Preceding the crisis, the rich were able to
accumulate more financial assets backed by loans to the lower income groups who suffered from
a massive income erosion in the USA (Kumhof 2015). After the crisis, plummeting house prices
together with stock market booms have increased the wealth inequality further as the leveraged
middle-class have a higher share of their wealth in housing while the portfolios of the rich are
dominated by equities (Kuhn ez al. 2018). This increased flow of funds between wealthy creditors
and lower-income debtors increases the size and the instability of the financial sector (Landy 2013).
Under such conditions, individually-funded pension systems will aggravate inequalities as the poor

have become more indebted and unable to finance sufficient pension incomes for the future.
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Furthermore, the IPS’s contribution to reaching the national savings targets is debatable.
Only 23.9% of the funds in the IPS were new savings and the rest were transfers from existing
deposit accounts (Eren and Genc-lIleri 2015). In an effort to increase saving rates, around 14 years
after the implementation of the voluntary IPS, the AES was additionally put into practise in 2017.
However, withdrawals from the system have been very high (over 50%) since its introduction
(Peksevim & Akgiray, 2019). Further measures are being considered to reduce withdrawals such
as not allowing participants to withdraw after the initial 2-month opt-out period except for certain
circumstances such as serious illness, first-home purchase or marriage. Due to the short duration
of time since its introduction and the large withdrawal ratio, it has not been possible to predict to
what extent the automatic participation will mobilize savings. Conclusions of this study are based
on an analysis of the voluntary IPS contributions but similar rules in terms of conditions for
retirement and matching state contributions of 25% also apply in the AES. Therefore, we conjecture
that the savings inequality implications will be similar in these two private pension components.
Though, we do acknowledge that, as new data becomes available, the effects of the mandatory

system on social equity and income distribution should also be analysed.

The partial shift to the private pension system in Turkey has eroded the principles of social
equality. Under the private individual pension schemes, state incentives have been designed to
favour higher-income groups. The eleventh five-year development plan of Turkey (2019-2023)
reveal plans to strengthen the role of IPS by introducing measures to increase the participant
numbers and the total funds in the system, and to extend periods of participation (Turkish
Presidency 2019). These measures will form the basis of a move towards a Complementary Pension
System where the burden on the public pension system is lifted over time. It is also planned to
expand the scope of the second pillar within the Complementary Pension System. As the
simulations show, the income inequality effect will increase cumulatively while the IPS or the AES

continue to be in practice. Further, the structural dynamics that are present in the third pillar are
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likely to be present in the second pillar too, with similar undesirable implications on the pension
savings distribution once it is expanded across the population. On this basis, we argue that the
pension privatization policy should be reversed in Turkey. Instead, we suggest a defined-benefit-
based compulsory public pension system that rests on wide coverage, equity and poverty reduction.
The discussion of the widening social exclusion of the poor and marginalized that are deprived of
opportunities to access the IPS is beyond the scope of this paper. This possible source of pension
inequality associated with the shift to private pension programs can be addressed in future research

in detail.

Appendix

[Insert Table 4 here]

Notes

! The participant is entitled to receive the state contribution in proportion to the years they stay in
the system. Participants who are at least 56 years of age and have completed 10 years are entitled
to receive the full amount of the state contribution fund (PMC 2018).

2 Because the data for the analysis was retrieved from voluntary pension accounts, the appraisal of
the partial privatization will be based on the voluntary IPS.

* As van Vliet et al. (2012) stress, current individual pension benefits depend on long-term effects
such as the lifetime wages or contributions paid in the past, which could not be captured in a macro-
level analysis. Therefore, research relying on micro-data may shed more light on the distributional
effects of pension reform by controlling for individual characteristics.

* Regarding the retreat from pension privatization see also; Orenstein (2013); Cohen and Cienski

(2014); Bielawska et al. (2017); Diaz (2018).
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> All these indicators are included as categorical variables. Although it is expected to be an
important determinant of monthly contributions, we exclude occupation due to low quality of data
for this variable: 15.37% of observations are classified as “other”, which is likely to be
heterogeneous. Considering the strong relationship between occupation and earnings as well as the
education level, exclusion of occupation is not expected to create a substantial bias in the
coefficient estimates.

¢ See Table 4 in Appendix for percentage distributions of monthly contributions by individual
characteristics.

7 The tests are performed for each indicator separately rather than using their joint distributions.
This is because it was not possible to obtain multidimensional statistics from the Pension
Monitoring Center’s database.

8 See Appendix B for percentage distribution tables and test results.

% [exp(0.0469 — 0.0127) — 1] x 100

10 The Treasury forecasts pessimistic and optimistic gross rates of return of 6% and 10%,
respectively. Calculations reveal even higher degrees of inequalities when an optimistic rate of
10% is used. See Table Al in online Appendix for these calculations.

1 [(140.06 —0.015)/12 — 1] X 100 yields the former and [(1 4 0.06 —0.0037)1/12 —
1] X 100 the latter.

12 The total savings differences are 4,255, 5,957, 6,809 Euro in 10 years and 11,064, 15,319, 17,447
Euro in 20 years for age, educational attainment and monthly income, respectively.

13 Statistics are obtained by using the “dynamic search” links on

<http://www.turkstat.gov.tr/PreTablo.do?alt id=1007> [accessed 21.11.2017]

14 Statistics are available from http://www.turkstat.gov.tr/PreTablo.do?alt_id=1007 [accessed

24.03.2020]
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> Addressing this issue would require a comprehensive dataset which includes a similar set of
information on both the participants and non-participants as well as their economic activity and
employment status. This would allow us not only to model the monthly contributions but also to
examine factors that determine participation in the system.

16 Statistics are obtained by using the “dynamic search” links on

<http://www.turkstat.gov.tr/PreTablo.do?alt id=1007> [accessed 21.11.2017]
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Table 1

Variable definitions and summary statistics

Variable Categories Frequency Share (%)
Gender Male® 87,455 70.0
ende Female 37,435 30.0
. Single™ 35,490 28.4
Marital status Married 89,400 716
First 20 developed cities’ 87.253 69.9
Development. Second 20 developed cities 20,192 16.2
lev.el of the city of Third 20 developed cities 10,620 85
residence The least developed 21 cities 6,825 55
Age 18-29" 22,400 17.9
Age 30-39 48,623 38.6
Age Age 40-49 33,754 27.0
Age 50-59 16,101 12.9
Age 60 and above 4,372 3.5
0- 1.500" 40,611 32.5
Monthly income ~ 1.501 - 3.000 50,887 40.7
(TL) 3.001 - 5.000 21,031 16.8
5.001 and above 12,361 9.9
Primary school and below" 25,720 20.6
Secondary school 54,050 433
Education level High school 11,553 9.3
Ueation 1evVel - yiocational high school 29,970 24.0
University 3,246 2.6
Postgraduate 351 0.3

" The base category during estimations.
* The single category includes people who have not been married, were divorced, or lost spouse.
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Table 2

Estimation results for monthly contribution

Ln (Monthly Contribution) Coefficient Stallli?gi Pegcfefrelige
Gender and marital status
Female -0.0127* 0.0046 -1.26
Married -0.0126%** 0.0035 -1.25
Female*Married 0.0469** 0.0055 4.81
Development rank of city of
residence
Ranked 21-40 0.0128** 0.0032 1.28
Ranked 41-60 -0.0284** 0.0042 -2.80
Ranked 61-81 -0.0434 %% 0.0052 -4.24
Age
Aged 30-39 0.0277** 0.0035 2.81
Aged 40-49 0.0771%* 0.0039 8.01
Aged 50-59 0.1186** 0.0046 12.6
Aged 60 and above 0.2302** 0.007 25.89
Monthly income (TL)
1.501 - 3.000 0.0097** 0.0028 0.98
3.001-5.000 0.1029** 0.0036 10.84
5.001 and above 0.348** 0.0044 41.62
Education
Secondary school 0.0378** 0.0031 3.85
Vocational high school 0.0871%* 0.0046 9.10
High school 0.139** 0.0036 14.91
University 0.2621** 0.0077 29.96
Postgraduate 0.3101** 0.0219 36.36
Coefficient 4.9154** 0.0044 -
Number of observations 124,890
Adj R-squared 0.1112

** p-value < 0.001, * p-value < 0.01
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Table 3. Individual savings, government contributions and total saving differences (TL): 6% annual gross
rate of return, 10 and 20 year periods

10 Years (Comparing to base Categories) 20 Years (Comparing to base Categories)
(1))
Regular Individual Savings Government Contribution (VIII) (IX) Individual Savings Government Contribution (XVII)
Categories Monthly Total Total XVI) Total
Cont. 11T VI . Savings X1 X1V Total .
(TL) {amn In(ves: + (av) V) In(vesz + (VD Savings Difference X) In(ves: + (XID (XD Il(lvest)+ (xV) Savings D‘?}‘}";"is
Invest Income Dt Tnvest L = Diff. Invest Income DIt Imvest 0 Diff Yjerence

Base Category 200 24,000 30,206 0 6,000 8,007 0 38,213 0 48000 77,114 0 12,000 21,855 0 98,969 0
Married man 198 23,760 29,904 302 5,940 7,927 -80 37,831 382 47,520 76,343 =771 11,880 21,636 -219 97,979 -990
Single woman 197 23,640 29,753 453 5910 7887  -120 37,640 -573 47280 75,958 1,157 11,820 21,527 -328 97,485 -1,485
Married 204
woman 24,480 30,810 604 6,120 8,168 160 38,977 764 48,960 78,657 1,542 12,240 22292 437 100,948 1,979
City of
residence: 203
Ranked 21-40 24,360 30,659 453 6,090 8,128 120 38,786 573 48,720 78271 1,157 12,180 22,183 328 100,454 1,485
Ranked 41-60 194 23,280 29,300 906 5,820 7,767 240 37,067 -L146 46,560 74,801 2,313 11,640 21,199 -656 96,000 -2,969
Ranked 61-81 192 23,040 28997 1,208 5,760 7,687 <320 36,685 -1,529 46,080 74,030 -3,085 11,520 20981 874 95,010 -3,959
Aged 30-39 206 24,720 31,112 906 6,180 8,248 240 39,360 L146 49,440 79428 2,313 12,360 22,510 656 101,938 2,969
Aged 40-49 216 25,920 32,622 2,416 6,480 8,648 641 41,270 3,057 51,840 83,283 6,169 12,960 23,603 1,748 106,887 7,918
Aged 50-59 225 27,000 33,981 3,776 6,750 9,008 1,001 42,990 4,777 54,000 86,754 9,639 13,500 24587 2,732 111,340 12,371
Aged 60 and 250
above 30,240 38,059 7,853 7,560 10,089 2,082 48,149 9,935 60,480 97,164 20,050 15,120 27,537 5,682 124,701 25,732
Monthly
income: 202
1,501 — 3,000 24,240 30,508 302 6,060 8,088 80 38,595 382 48480 77,885 771 12,120 22,073 219 99,959 990
3000,1 - 5,000 222 26,640 33,528 3,323 6,660 8,888 881 42,417 4,203 53,280 85,597 8,483 13,320 24259 2,404 109,856 10,887
5,001 and 283
above 33,960 42,741 12,535 8,490 11,331 3323 54,072 15858 67,920 109,117 32,002 16,980 30,925 9,070 140,041 41,072
Secondary 208
school 24,960 31414 1,208 6240 8,328 320 39,742 1,529 49,920 80,199 3,085 12,480 22,729 874 102,928 3,959
Vocational 218
high 26,160 32,924 2,719 6,540 8,728 721 41,652 3439 52,320 84,055 6,940 13,080 23,822 1,967 107,876 8,907
High school 230 27,600 34,737 4,531 6,900 9209 1,201 43,945 5732 55200 88,681 11,567 13,800 25,133 3,278 113814 14,845
University 260 31,200 39267 9,062 7,800 10410 2,402 49,677 11,464 62,400 100249 23,134 15,600 28411 6,556 128,660 29,691
Postgraduate 273 32,760 41231 11,025 8,190 10,930 2,923 52,161 13,948 65520 105261 28,147 16,380 29832 7,977 135,093 36,124

Note: It is assumed, during the calculations, that an individual in the base category of each set of dummies pay an
average monthly contribution of 200 TL.
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Figure 1

Number of Contributors (million people) and Total Assets under Management (billion TL) in the
IPS, 2003-2020.
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* Figure as of June, 12, 2020.

Data Source: PMC (2020) Weekly Statistics.
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Figure 2

Comparison of sample data with sector information
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