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1.
The reform of Polish social security system
The crisis of the Polish social security system has been strongly demonstrated in the nineties. The social security contributions have been risen from 25% of the wages in 1981, through 38% in  1987-89, to as much as 45% in the mid-nineties. The assurance of the self-sufficiency of the Social Security Fund (FUS) encountered bigger and bigger difficulties. The origin of those phenomena was the simultaneous appearance of:

· decrease of number of people paying the contributions, as a result of employment reduction,

· severe increase of the benefit recipients number, who were granted old age or disability pensions, particularly at the beginning of the nineties, with effect in the following years,

· significant rise of the real pensions value with relation to remunerations.

As a result of that, the expenditures of the consolidated state budget on the old age pensions, disability pensions and other cash performances have grown. The share of the old age and disability pensions in GNP exceeded 15% in Poland, while for example in the Member States it amounted to 11% on average. The forecasts have demonstrated, for only demographic reason, further growth of persons receiving benefits in relation to persons paying the contributions after 2006 (first of all due to achieving by generation of the after- war population boom the retirement age). In this case no preventive actions were taken, the share of public expenditures on the old age and disability pensions in the GNP could grow up to 22% in 2035.

Bearing in mind all the consequences of the ageing population process, Polish government decided to trigger off the reform of the system. The reform aimed at lowering costs and burdens carried by the state and rationalisation of the system.

The rationalization of the system could have been achieved through:

· consistent benefits’ price valorisation,
· rise of the retirement age,
· implementation of more rigorous principles of benefits’ calculation.

Together with high economic growth, these moves would be able to restrain the growth of expenditures. Nevertheless, throughout this time the system would be permanently on the edge of financial efficiency and any considerable macroeconomic shock would cause the collapse of the system. Due to charges incurred by the state budget and for above-mentioned reasons,  such a system could not function in Poland in the long run. Moreover, this system was generally considered to be dependent on political influences, and also very unjust – owing to privileged position of certain profession groups. The previous Polish social security system, pay-as-you-go defined-benefit scheme, was criticised for being costly and unclear. Its main feature was a lack of correspondence between the amount of accumulated contribution and received future pension benefit. The high level of contribution did not guarantee satisfactory benefit. Due to demographic problems (ageing society, low birth rate) and general government sector deficit the system was threatened with a future breakdown. Therefore, it was obvious that the Polish social security system needed to be reformed in order to assure social security for all citizens. It was assumed that the new system should create prospects to its participants, and also have a stabilising mechanism, fighting off the demographic and macroeconomic pressures. Such a system was created in 1999. In this system open pension funds (OFE) play essential role and a part of the contribution is being capitalised and brings income. At the same time the pay-as-you-go component of this system became clear, due to the introduction of a close relation between the contribution and the benefit and the determination of the defined contribution as the mechanism forming the amount of future pension. In addition to that, some occupational pension schemes exist in Poland, complementing the compulsory, obligatory social security system, with around 80 thousand people participating therein. In 1997 the legislation process was commenced, through passing the bill on organisation and functioning of pension funds. This process was finalised at the end of 1998. The new social security system has been functioning in Poland since 1999. It is assumed that it should assure:

· stability of public finance,

· pension benefit being as high as possible for the future generation,

· protection of the real benefits’ value,

· preservation of insurance guarantee for current benefit recipients.

To meet these assumptions, a system was created, consisting of two components based on different financing principles:
a. pay-as-you-go component – serviced by the FUS and

b. funded component – serviced by the OFE.
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Both components are obligatory and serve to secure the basic pension, which depends on the contributions paid. The social security system is based on the principle of individual accounts. In the pay-as-you-go component, the contributions registered on individual accounts are subject to valorisation, in the funded component they are increased as a result of investing. However, this is only a technical difference as both components constitute a coherent entity. Both components serve to accomplish the social security system, in which the future benefits will depend on the period and the extent of the contributions paid. Two components of the mentioned system increase its safety, thanks to diversity of adopted solutions. Both components are based on the principle of defined contribution. They both replaced the hitherto existing pay-as-you-go system, based on the principle of defined benefit. Thus, the funded component replaces a part of hitherto existing pay-as-you-go component, and does not make a new component of the system. Such a solution reflects the continuity of the general government sector.
Investment decisions (concerning the funded component) have been passed to many specialised entities (Universal Pension Societies; PTEs). Such activities performed by a public institution or by a single commercial institution could have a destabilising impact on the financial market. Passing the investment decision to PTEs does not alter the nature of the contributions, which are still compulsory and used for public purposes – therefore, they remain public funds. The introduction of administrative solutions, instead of altering the nature of contributions, should not lead to change in the economic picture of the general government sector. The objective of both obligatory components of the social security system is the same as of the hitherto existing pay-as-you-go system – solely to assure the basic guaranteed pension benefits. The new system will be based on one contribution and one, final benefit, not on two separate benefits from the PAYG part and the capital part. The benefits payments should be provided by the Social Insurance Office (ZUS - a unit within the general government sector responsible for the management of FUS), so it would collect the contributions as well as guarantee the final payments.
This objective results all above from:

· Article 67 of the Constitution of the Republic of Poland (A citizen shall have the right to social security whenever incapacitated for work by reason of sickness or disability as well as having attained retirement age. The scope and forms of social security shall be specified by statute.),

· Convention no. 102 of the International Labour Organisation. It obliges to maintain specific pension security standards in the basic system. It is referred to in part IX of the above-mentioned convention and in annex to this part. The Convention assures the determination of the pension benefit, with reference to a man having a wife in pension age. Adopting the criteria of Article 65 of the Convention, the extent of the recipient’s pension, together with the wife benefit, to which he is entitled, compared with his previous earnings (together with family benefit due to him) should amount at least 40%. Polish social security system is organised in such a way, that it assures the meeting of those standards jointly by both components of the system (FUS+OFE).

The adoption of the principle that the OFE are not concerned by the regulations dealing with the basic system undermines Poland’s ability to fulfil the obligations on the replacement ratio, adopted on the ground of the above-mentioned convention. Poland is in the course of ratifying this convention. European Social Charter, which in its Article 12 obliges the parties to maintain the pension security system on a satisfying level, at least equal to the level indispensable to ratify  the MOP Convention (No. 102) concerning the minimum standards of social security. As a contradiction to the former system, the principles of which still apply to persons born before 31 December 1948, where the whole contribution and the state budget subsidy are appropriated for paying the current pensions, in the new system a 7,3% part of the contribution (of 19,52% of the pension contribution) is transferred, from the Social Insurance Institution (ZUS), to the OFE.

To include all insured persons in the new social security system, a long transitional period is necessary. Persons born before 1948, and persons, who in 1999 met the conditions necessary to take early retirement, shall not participate in the new system.

As a result of the pension reform, the participants of the system were divided into 3 groups:

· born before the end of 1948 – those persons will stay in the previous pay-as-you-go system,

· born between 1 January 1949 and 31 December 1968 – by virtue of the law, those persons became participants of the new social security system, but in 1999 they had the right to choose, whether the whole pension contribution was to remain as a part of the PAYG component, or whether a part of it should be transferred to the funded component,

· born after 31 December 1968 – by virtue of the law, those persons became obligatory participants of the new social security system; contributions of those persons are transferred to the ZUS, where they are divided into two parts. 12,22% remains in FUS, and 7,3% is transferred to the OFE chosen by the insured person.

In the reformed social security system, ZUS still remains the only institution authorised to collect the contributions (Article 68 Paragraph 1 (c) of Social Security Act) paid by all above mentioned age brackets.

In the reformed social security system the rates of contribution amount to:

1. 19,52%– for the pension insurance (including 7,3% transferred to an OFE, if the insured is member of an OFE),

2. 13,00%– for the disability pension insurance,

3. 2,45% - for the health insurance,

4. from 0,40% to 8,12% - for the accident insurance.

5. Only the introduction of a funded component, serviced by the OFE, could reform the social security system. The reform was one of the fundamental reforms of the general government sector. In the case of abandoning these changes a severe public finance crises could occur.

The Polish reform is aimed at more efficient management of obligatory contributions and controlled by the Commission for Insurance and Pension Funds Supervision (KNUiFE), a public supervision body. KNUiFE is a collective body, consisting of: - Chairman of the Commission, appointed by the Prime Minister upon a joint motion of the Minister of Finance and the Minister of Labour and Social Policy,
-
2 deputies of the Chairman of the Commission - appointed by:

1) the Minister of Finance,

2) the Minister of Labour and Social Policy,

-
members of the Commission:

1) Chairman of the Securities and Exchanges Commission or a Deputy Chairman appointed by him,

2) the President of the Office for Competition and Consumer Protection or a Vice-President appointed by him.

Furthermore, the Ombudsman of the Insured, is a representative of the President of the Republic of Poland and the General Inspector for Banks’ Supervision. Such manner of supervising the OFE assures a high level of supervision from the state’s side.

Detailed section

OFE as a part of the Sub-sector: Social security funds (S.1314)
A lot of essential arguments support the assumption to treat the OFE as a part of the sub-sector S.1314 “Social security funds”. This sub-sector is treated as a part of the sector of General government (S.13).
Further to definition given in the System of National Accounts 1993 (SNA93) a wider description is presented in § 4.111, but briefly in § 4.130 “Social security funds are social insurance schemes covering the community as a whole or large sections of the community that are imposed and controlled by the government units.
According to the definition of a sub-sector S.1314 from ESA95, it consist of “all central, State and local institutional units whose principal activity is to assure social benefits and which fulfil each of the following two criteria:

a. certain groups of the population are obliged by law or by regulation to participate in the scheme or to pay contributions;

b. general government is responsible for the management of the institution in respect of the settlement or approval of the contributions and benefits independently on its role as supervisory body or employer.

There is usually no direct link between the amount of the contribution paid by an individual and the risk to which that individual is exposed.”

Meeting the criteria

Ad. a)
The first criterion, that “certain groups of the population are obliged by law or by regulation to participate in the scheme or to pay contributions” is met, because:

· The participation in social security system (both PAYG and funded components) is obligatory. This is regulated by relevant provisions of the Act of 13 October 1998 on the Social Security System (Article 39 Paragraph 1). Under the provision of the Act on Organisation and Functioning of Pension Funds (Article 81 Paragraph 3), a participant has the right to chose only one OFE;

· In the case of not choosing the OFE by the insured in the terms prescribed by legal regulations, the insured is assigned to a fund by administrative decision made by ZUS;

· The obligatory nature of the system – participants of the system have the right to choose an OFE, but do not have the possibility to choose the system (former or new) and to give up the transfer of the contributions to the OFE (Article 111 Paragraph 1 of the Act on the Social Security System);

a. In the case of persons born after the 31 December 1948, and before 1 January 1969, as a result of transitional regulations, there is a possibility to choose the system;

b. In the case of these persons, if they did not accede to an OFE until the 31 December 1999, although they had such right, the whole contribution is transferred to the FUS (Article 111 Paragraphs 3 and 7 of the Act on the Social Security System). As results from these regulations, the law treats the participation in the system in the same way regardless of the fact, if the whole contribution is transferred to the PAYG component of the system, or if it is divided into the PAYG and funded component. There is no difference in the legal status of this contribution. The same rates of contribution apply in the case of the former system (only PAYG), comprising persons born before the end of 1948 and the new system (PAYG and funded component). The only difference appears in the way of the management with these contributions

Ad. b)
The second criterion, that “general government is responsible for the management of the institution with respect to the settlement or approval of the contributions and benefits independently from its role as supervisory body or employer” is met, because:

· The rate of contribution is determined by the State, which is responsible for their collection.  They have an obligatory nature. Regardless of age of the insured person, the rate of contribution is the same and amounts to 19,52%. These contributions are paid half by the employer and half by the employee;

· The minimum level of a pension benefit from both obligatory components (FUS + OFE) is guaranteed by the State according to the Polish law;
· The State Treasury as a guarantor of the whole system bears final risk of the OFEs’ investment activities;

· The State through the KNUiFE has an influence on a current activity of the OFE;

· The State regulates the legal basis of the system;

· The State plays an important role in the collection of contributions;

· One public institution (Pension Agency) shall effect the payments of pension benefits both the pay as you go component (FUS) and the funded component ( (accumulated in the OFE during the period of professional activity);

· Future payments of pension benefits out of funds accumulated in the funded component of the system shall have forms strictly defined in the system, to be chosen by the interested parties: conjugal pension, individual pension, pension with the guaranteed benefit period. These pensions shall be calculated on the basis of universal life span tables for women and men, so-called unisex; The principle, that “There is usually no direct link between the amount of the contribution paid by an individual and the risk to which that individual is exposed.” is fulfilled. The Polish social security system lacks a direct relation between the amount of contributions paid in and the risk resulting from certain social events or circumstances relative to the insured person. The OFE do not carry on the activity of insurance nature. In their activity there is no element of insurance against risks of demographic, social or random nature, like in the life insurance funds. All participants of the system pay the same contribution (by percentage) regardless of the chosen fund, age, sex or performed profession. Persons, who could transfer the whole contribution to the system within the PAYG component (19,52%) pay it in the same extent as persons, whose contribution is divided into both components (12,22% (PAYG component) + 7,3% (funded component) = 19,52%).

Further information

The minimum level of pension benefits from both obligatory components (PAYG and funded components) are guaranteed by the State. The guarantees mean that the risk is transferred from  an individual to the State Treasury. The amount of a minimum pension from both obligatory components of the new social security system is fixed in the same way as in the previous system (at present, i.e. in September 2003, it amounts to 552,63 PLN). The new social security system in Poland has been constructed in such a way that the basic pension benefit will come from both PAYG and funded component. Pursuant to Paragraph 1-2 Article 87 of the Act of 17 December 1998 on the Old Age Pensions and Disability Pensions from the Social Security Fund (Journal of Laws No. 162, item 1118 revised) the State assures that the pension taken together from the PAYG and funded component is not lower, than the amount referred to in the Act of 17 December 1998 on the Old Age Pensions and Disability Pensions from the Social Security Fund (Article 85 Paragraph 2 and 3). The amount of pensions is increased in such a way that the total of those benefit is not lower, than the amount set out in the Act. There are specific conditions that the insured have to meet (a man needs to be at least 65 years old and has a contribution and non-contributing period of at least 25 years, and a woman respectively 60 years and 20 years.). The necessary resources to increase a pension to the minimum level will come from the state budget. For example, when as a result of specific factors, an insured person does not accumulate sufficient fund in the PAYG and funded components – for various reasons (short period of work performance, unfavourable economic factors in that period – recession, unemployment, financial crisis, weak investment results of the OFE etc.) – then the state budget will assume the guarantee to pay an appropriate benefit on the level of minimum pension. In both components of the obligatory social security system (PAYG and funded), state guarantees exist of the same time. The PAYG component (serviced by ZUS) fulfils identical role, as the funded one (serviced by the OFE in the period of contributions payments and by ZUS in the period of benefit payments). Benefits paid from each of these components depends on the capitalised amount of contributions paid and expected life span, and from the economic point of view, it has a form of a life long pension – practically an appropriate part of the pension. The State Budget as the guarantor of the whole system bears the final risk of the OFE’s investment activities. The OFEs’ deficit, referred to in Article 175 of the Act on Organisation and Functioning of Pension Funds occurs, when a given fund does not achieve the minimum required rate of return (minimum required rate of return– is the rate of return 50% lower than the weighted average rate of return of all OFE’s in the accounting period – at present 24 months – or by 4 percentage points lower than this average, depending on which value is lower). This deficit must be replenished. In the deficit situation, if there are no funds for this purpose, accumulated on the reserve account in a given fund (these funds are paid in by the managing entity, that is PTE), then the replenishment is accomplished by the society managing this fund. In the case, when the PTE does not have appropriate resources, the deficit is covered from the resources of the Guarantee Fund (Article 177), to which all PTEs remit premiums. However, if the deficit cannot be covered from the resources of the Guarantee Fund, the State Treasury covers this deficit (Article 180). The guarantee thus concerns the efficiency of managing the assets of the pension fund in the funded component.

Utill now the deficit occurred three times in the case of one OFE (OFE Bankowy). Yet a part of the OFEs approached the limit of minimum required rate of return. Upon breaching this limit arises the obligation to replenish the deficit by the PTE. Taking into consideration the fact, that the system have functioned for just over 3 years, there is a probability, that in a longer prospect the additional payments may have to be effected by the State Treasury.

The OFE market is characterised by an advanced specificity, resulting from its “non-commercial” and rather social mission, which is the servicing of obligatory pension insurance. This leads to advanced regulation of the operating principles of the OFEs and the PTE managing them, which must provoke the functioning system different from the one of typical markets (e.g. the market of other financial services). The essential criterion for OFE’s functioning assessment is the interest of insured persons (members of the OFE). The interests of entrepreneurs (PTEs and their shareholders) conform to this criterion. To a large extent, this limits their leeway, as well as the extent of competition.

The control of proper accomplishment of specific tasks in the case of such a typical and specialised market, as the OFE market is, is in the hands of the KNUiFE. The State, through the KNUiFE, exerts a strong influence on the current functioning of the OFE market. The built-in mechanisms of minimum required rate of return, deficit, daily transaction reporting, shape the OFE market in a firm way. It is not an open market and cannot be such, due to the nature of the social security system.

With the system being universal and obligatory, the State is under obligation to form the investments catalogue, to assure an adequate diversification and safety. It must be remarked, that the investments into the derivative rights are strongly limited and are aimed only at the security against risk. The law excluded the possibility to invest into the derivatives without possessing the basic instrument.

The State plays an important role in the collection of contributions. The contributions are collected by ZUS (Article 68 Paragraph 1 (c) of the Act on Social Security System), which is entitled to use administrative authority in the case when an employer does not pay it. Only ZUS has the right to collect and divide the contributions into the PAYG and funded components  (Article 22 Paragraph 3 of the Act on Social Security System). In the case, when the contribution payer does not remit the whole contribution, the contribution transferred to the OFE is proportionally reduced.

The decrease of contribution remitted to the PAYG system, caused by the reform is compensated by the State by paying to the FUS a complementary grant equal to the amount of contribution transferred to the OFE. In this way the State finances, in the economic sense, the creation of the funded component. A provision concerning the state budget subsidy to the FUS, can be found in annex to the Budget Act (where it is clearly detailed: “including transfer of contributions to open pension funds”).

OFE does not have the legal right to claim contribution from a payer (e.g. employer), with whom it is connected by no legal relationship. The collection of whole contribution (PAYG and funded components) performed by the State (by the ZUS) is a part of management of the funded component of social security system, in which the OFE operates. Due to the public nature of the OFE, the collection of contribution has not been handed over to private hands.
Article 2 Paragraph 1 of the Act on Organisation and Functioning of Pension Funds grants the OFE the status of legal person. At the moment of entry on the funds register, the fund acquires legal personality (Article 20 of the Act on Organisation and Functioning of Pension Funds). The OFE, as an independent entity may acquire rights and incur liabilities, and in consequence possess property, understood as a specific estate consisting of assets and liabilities. Pursuant to Article 6 Paragraph 1, contributions paid to the OFE, right acquired there from and benefits from those rights, constitute its assets. The ownership of fund’s assets belongs only to the OFE – as an independent entity with legal personality.

The fund has not been granted the right to manage other person’s estate, it has been granted its own estate. In the light of this norm, members of an OFE are not joint owners of its assets. Under the Act, the OFE itself becomes authorised to carry out property rights composing the fund’s property and to administer them.
The execution of those rights is one of the competences of a PTE being an independent entity which manages and represents the OFE in relations with third persons. Through this solution, the law establishes a system of separate estates between the carrier of rights, i.e. the OFE, and a party only managing the estate of the first one (the PTE). The PTE, as a separate legal person, is not the owner of resources accumulated by the OFE.

The PTE, as property rights are concerned, is a separate entity. The PTE supports the State in the accomplishment of its constitutional tasks in the area of social security, within the limits and following the principle laid down by the State, but does not acquire any rights to the OFE’s assets.

OFE can not go bankrupt - even in the case of PTE bankruptcy, the OFE’s assets are fully safe. In the case, when a PTE intends to withdraw from the market, it is still possible to take over of management of an OFE by another PTE. A merger of the PTE brings a similar effect. Also in the case of the withdrawal of the permission to create a PTE, another PTE proceeds with the take-over of the given OFE.

Members of the OFE are not owners of the OFE’s resources. The OFE keeps their accounts, on which the number of accounting units is disclosed, but has no rights of an ownership nature. To compare with, it is different in the case of participation units in the investment funds, where an act provides for the right to possess the participation units, and in consequence to that also the possibility to write off these units and withdraw the funds any time. The OFE members can only claim to move the part of the OFE’s assets, corresponding to the value of the accounting units registered on their account to another OFE, within the frames of a transfer disbursement (Article 119), or reaching upon the retirement age to transfer the accumulated amount to a public institution – Pension Agency, paying combined benefits. Owing to the fact, that the first pension from the new system will be paid as from 1 January 2009, and due to ongoing activities aimed at the improvement of the functioning of the ZUS, at the turn of the years 2003/04 the draft of the Act, will be addressed to the Parliament by the Government. Members of an OFE may submit a disposition in contemplation of death, and if they die without submitting such a disposal, the funds accumulated on their account can be subject to inheritance (Chapter 13 of the Act on Organisation and Functioning of Pension Funds). The principle is that even in the case of death of an OFE member, the funds or at least a part thereof, remain in the system and are transferred to the account of the entitled person (family member) in the OFE. Only in cases stressed in the Act, those funds can be paid out in the case of OFE member’s death or divorce (nullification of a marriage).

· Firstly in the case of OFE member’s death half of the resources accumulated on her/his account are transferred to the spouse’s account (within the scope of joint property) – Article 131. This solution has been due to the family function in the social life. When only one spouse undertakes a professional activity, and the other runs a household, it is a very important regulation to secure the interests of the second. However, resources not used according to the Article 131 are transmitted to persons indicated by the deceased, or in default thereof they are included in the assets subject to a succession (Article 132).

· Secondly in the case of divorce or nullification of a marriage these funds can be paid out under certain conditions. Namely, the person, whom an OFE opened the account by virtue of the law, has the right to a single payment of all funds accumulated on this account, if he/she has already been granted pension or reached the specific age (60 years in the case of women and 65 years in the case of men).

These are exceptions to protect the weakest social groups. They are dictated by difficult situation of the closest in the case of divorce, and first of all death of such person (OFE’s member).

Yet, the basic principle is that the funds deriving from contributions directed to the OFEs shall never find their way directly to the hands of a person covered by social security scheme. Payment of the pension benefits in favour of OFE members shall be effected solely by the abovementioned Pension Agency, and its sources of financing (as far as the funded component is concerned) shall be the amounts transferred form the OFE. In the case members of the family acquire the right to the funds accumulated in the OFE, upon death of an OFE member, the Polish Government plans to correlate the payments of those funds with the payments of family pensions. The family pension shall depend on the amounts obtained from the OFE.

In many other countries, the obligatory PAYG systems managed by public institutions are the equivalent of the funded and PAYG components functioning within the frames of the Polish obligatory social security system. Solutions similar to Polish one were introduced e.g. in the Swedish model. . In this model, the basic social security system consists of, just like in Poland, two components – funded and PAYG, based on the principle of defined contribution. Also just like in Poland, the collection of contribution is centralised, and its division into PAYG and funded component takes  place according to the choice of an insured person and is performed by a public institution. The resources within the frames of the funded component are invested by private entities. In Sweden, this institution additionally keeps the accounts of insured persons also for the funded component, while in Poland, keeping of individual accounts for the funded component has been entrusted to commercial institutions (PTE). This difference has only a technical nature, like less restrictive requirements for the managers of funds in the Swedish model (they are not limited only to the management of pension assets deriving from the obligatory funded component, as it takes place in Poland). In the Swedish system every insured person can split the contribution among several funds and this way he/she is able to shape his/her pension portfolio individually. Such possibility does not exist In Poland. In comparison to the Swedish model, the State plays a more important role in the Polish social security system.

Why the OFEs cannot be a part of Sub-sector: Insurance corporations and pension funds (S.125).
1. “Sub-sector S.125 consists of all financial corporations and quasi-corporations which are principally engaged in financial intermediation as the consequence of the pooling of risks.”. According to ESA 1995, the OFE are not a part of the sub-sector S.125, among other institutional units meeting both criteria placed in point 2.74 (and such are undoubtedly the OFEs – argumentation was mentioned above). They are a part of the sub-sector S.1314.

2. According to point 2.66of ESA 1995“pension funds can be described as institutions which insure group risk relating to social risk and needs (see paragraph 4.84, of ESA 95 and also § 4.111 and § 8.7 of SNA 93) of the insured persons”. In point 2.67 it is clearly said about connecting the insurance against a given risk by the pension fund - “In some countries all these types of risks could be insured equally by life insurance corporations as well as by pension funds. In other countries some of these classes of risks have to be insured through life insurance corporations”. For SNA 93 solutions see § 4,97, 4.98 and 6.141. As it follows from the above, the pension funds in the ESA 1995 are described as institutions for protection against risk, whereas the OFE operating in Poland do not perform the insurance function. The provisions do not provide with the possibility to pay the benefits. The OFE are only institutions serving to accumulate and amass the resources, which upon acquiring the pension rights by a member shall be transferred to the ZUS, which will hold the responsibility for payments of benefits (together from  the PAYG and the funded components). Therefore an OFE is not an institution insuring against any risk – also old age risk. In the OFE’s activity, there is no insurance risk whatsoever. 3) In point 2.67 of ESA 95 it is also said, that “pension funds are restricted (by law) to specified groups of employees and self-employed.” (see also § 4.98 and 6.141 of SNA 93). The OFE are not thus limited. They are universal and obligatory funds, and the name “open” indicates the essence of their functioning. Analysing ESA 1995 it has to be stated, that the sub-sector S.125 concerns only the commercial insurance agencies and corporate (employees) pension funds. In the Polish pension system, only the occupational pension scheme, which are of voluntary nature, can be numbered with. They can be assumed as an additional source of a pension benefit. In the nearest future (2003 or 2004) special solutions concerning the individual pension saving and using the tax incentives shall be introduced.

Summary

Taking into account the above mentioned arguments, there is no possibility to classified the OFE outside the General government. The only possible classification, according to ESA`95 is in the subsector Social Security Funds (S.1314) in the General government sector.

According to the Polish Government there was no other alternative for development of the social security system. Only the solutions based on the defined contribution system offer a chance to assure the appropriate standards of securing pensions. Moreover, the new social security system will be an essential factor to stabilise the system of the public finance. One of the objectives of the reform was to facilitate pursuance of the pension policy by the State. Therefore the OFE were created in order to invest the funded component of contribution in a moreeffective way. Undoubtedly the OFE are an essential part of the social security system. They are to assure the safety, thanks to the differentiation of the sources of amassed contribution collected. The FUS and the OFE constitute an inseparable system. One cannot separately talk about those two components in the context of the social security system.

It must be stressed, that the Polish social security system has not been privatised. It has been thoroughly reformed. Contributions for pension insurance have not been decreased, only their distribution has been rationalised. The State  will not by itself pay any part of contributions back to insured persons, but will use several funds more efficiently – in order to accomplish its constitutional obligation, which is to assure old age protection to its citizens.
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