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Abstract: The problem of national pension fund systems has aggravated itself for many countries in the world – as the pay-as-you-go systems are based exclusively on the solidarity of the generations. As the trends in the demographic indicators are showing a decay of the population combined with a reduction in the birth rate, an increase of the cases of early retirement and also of the costs the post-active period implies, it is only natural the concern of World Bank Group (and implicitly of all member states) to develop a solution to reform the public national pension funds with the help of two new systems: 2nd pillar (compulsory pension funds) and 3rd pillar (facultative pension funds). The paper will focus on the benefits these alternatives of investing and savings would bring about and the present status of implementing these systems in Romania.
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1.THE CURRENT PUBLIC PENSION SYSTEM
Ever since the post-war period, Romania’s public pension system has been one of the kind “pay-as-you-go” (PAYG), in which expenses with current pensions are covered from the active generation’s contributions; their own pensions would be financed from the future generations’ contributions. Social insurance benefits are granted as pensions and other rights to social insurance, correlated to the obligations concerning the payment of the contribution to social insurance. In the public system the insured cannot benefit simultaneously from more than one social insurance right for the same insured risk, except for the concerning the prevention of illnesses and for recuperating the work capacity.  

The subscription period consists of the periods in which the insured paid his contributions to social insurance in the public system in Romania, or in other countries, in the basis of conventions to which Romania takes part. The minimum subscription period is of 15 years both for men and women. The complete subscription period is of 30 years for women and 35 years for men.

In the public system, social insurance represents a replacement income for partial or total loss of the professional income, due to aging, invalidity, accidents, illness, motherhood or death, that represent insured risks. In the public system, the calculation of pensions is done based on the pension quantum at the retirement moment. This is determined by multiplying the average annual score realized by the insured in the subscription period with the value of one pension point in the month of retirement. The average annual score is the total number of points (the sum of the annual scores) realizes in the subscription period, divided by number of years in the subscription period. The annual score is determined by multiplying by 12 the monthly number of points. The value of one pension point is calculated by CNPAS (Casa Nationala de Pensii si Asigurari Sociale ) on the basis of a coefficient that cannot exceed 45% of the latest economy average gross salary, at the enforce date of the state social insurance budget law.



2. THE NECESSITY OF INTRODUCING A MULTI-PILLAR PENSION SYSTEM
 After 1989, Romania’s public pension system has incurred serious problems that lead to the current situation of near collapse, where the existing resources cannot support the needs of the aged population. The main factors that caused this will be presented further in this paper.

The inequity of pension calculation for persons retired in different time periods. The calculation of pensions was highly inequitable until 2001, being done differently for persons retired in different time periods and depending only on the contribution of the best 5 consecutive years of the last 10 the person worked. This lead to huge pensions based on high contributions for 5 years and, on the other hand, extremely low pensions due to a low income at the end of the career or because retirement before 1989.

Postponing of the reform and the instability of the legislation. The new law for the system of pensions and other social insurance, law 19/2000 was voted and implemented after a long period from the revolution, although the need for such a measure has been present since the early 90’s. Moreover, this law was immediately amended and modified many times, which made it difficult to understand and apply.
 The number of contributors decreased. The number of employees, and implicitly, the number of contributors to pension funds has dramatically decreased, from approximately 8 million in 1990, less than 4.5 in the present, generating a crisis in the financing system of pensions.  

The number of pensioners increased, from 3.5 millions in 1990, to 6.11 in 2004. In 2006 the average number of pensioners was 5.8 million.
The increase in the number of pensioners was due to several reasons. Pensioners from the agricultural sector were included in the general pension system. According to the National Statistic Institute, there were approximately 1.7 million pensioners from agriculture in 1995, 1.52 million in 2004 and approximately 1 million in 2006. Governments of the last 17 years, approved uncountable anticipated pensions (total and partial). The number of pensioners was artificially increased though easily granting invalidity pensions. Romania has granted approximately 800.000 and many of them were considered as a result of fraud, but yet, they remained unpunished and were not canceled. The result was the real average retirement age of 52-53 years.

The low collection rate in the pension system (77% in 2001) has also taken its toll, through not paying duties to the state by large companies and by those working on the black market. This has seriously affected the possibility for increases in the pensions’ value.
False declarations of the salary have been a major problem negatively affecting entries in the pension system. Although difficult to prove with figures, the large number of persons for which the declared salary is the economy minimum wage despite the considerable “non-salary” revenues caused the contributions to be smaller.

The reduced rate of coverage with pension insurance of the active population was another factor. In the present, less than a half of the active population is covered and this will have a negative impact on the long run. In 25-35 years, only those that are now employed will benefit of pensions, as those working on the black market and those not working at all, will burden even more the social assistance system, when reaching the retirement age.
The introduction of complementary solutions to parametric ones (the introduction of pillars II and III) was postponed until now. These types of pensions (mandatory and facultative) will be of use to those persons that have the time to capitalize part of their revenues, and especially to those with higher levels of income, and not to the current pensioners and to those retiring in the following years, nor to those with very low levels of income.Due to the above mentioned factors, that interact with other social and economic elements, the public pension system is set up for a negative future, if nothing is done.

The population is ageing, the lifespan is increasing, birth rates are decreasing, the number of employed persons is low and the contributions to the public pension system are smaller, the net average pension is already insufficient (about 33-35% of the net salary before retirement), the active population is migrating to western countries, so, very soon, the pay-as-you-go system will no longer be able to support the existing needs. 



3. THE MULTI-PILLAR SYSTEM 
The modernization of the public pension system is one of the priorities in the European Union countries, and especially in the countries that have recently joined EU. All states recognize the need for reforming national pension systems and for (re)organizing a viable structure for “ensuring long-term sustainability of pension systems”. In this context, at the initiative of the European Commission, member states have agreed upon a set of common principles and objectives meant to guarantee certain and durable pensions. 
Romania has adopted the multi-pillar system proposed by the World Bank. A pension system with more components, based on the diversification of sources for obtaining the pension, determines the financial security of aged persons and the economic development, respectively, meeting the 3 functions of social security systems: redistribution, saving and insurance.

Traditionally, the basic idea of the pension system structured on 3 pillars comes from the fact that every pillar has a different functioning and structure. However, there is another approach to this concept: all pillars have the same role – income distribution throughout the life, but the different mean of financing of every pillar allows the diversified coverage of risk through the pension system. Structure differences help the diversification of management strategy of the pension system and the financial strategy, enhancing the system’s security.

The first pillar is designed to ensure access of employees at, at least, a basic level of protection of income in the moment of retirement. Pillars II and III provide benefits that differ according to the level of income and contributions made during the active life. In the second approach, the one centered on risk diversification, the above mentioned difference is treated in another way. The fist and second pillars are on the same plan, the basic plan, functioning approximately in the same way, the only difference being their financing. The more similar these pillars are, the better they will work together. In this approach, only the third pillar is considered to be supplementary. 

Pillar I is compulsory and is administered by a public institution. It is financed on the pay-as-you-go system. Pillars II is financed on the principle of a total or partial reserve, in which capital is accumulated to support the financing of future pension benefits. Pillar III is represented by voluntary agreements through which participants can supplement their retirement benefits.  

Every participant has an individual account and owns the personal asset. Contributions and transfers are made in the individual accounts. The personal amount is converted into fund units and its divisions. Every unit represents a quota of the financial asset of the fund. The total amount of the fund units is equal to the value of the financial assets of the fund. The method for converting the personal amount into units is regulated through norms by the rightful authority. Until the conversion date, the contributions and sums that are transferred can be placed in a separate account of the fund, and the corresponding interest can constitute revenue of the fund. The efficiency of the fund is constantly supervised by the institution with supervision and control role – the Commission for Supervising the System of Private Pensions (CSSPP); if the efficiency falls below a certain limit, this institution can withdraw the fund administrator’s authorization.


3.1 Pillar II – Mandatory private pensions

In the present, the number of contributors to the public pension system is approximately 4.5 million persons out of which, about 3 million will contribute in the private mandatory system. The experience of other countries that have implemented this multi-pillar system shows that a large number of persons that had the possibility, but not the obligation to adhere to a private pension fund (between 35 and 45 years), have chosen to adhere. For instance, in Poland, that has joined the European Union in 2004, approximately 90% of employees in this situation adhered to a private pension fund.

According to Law 411/2004, all persons with an age of less or equal to 35 years, that are insured in the basis of Law 19/2000 regarding the system of public pensions and other social insurance rights, and are contributors to the public pension fund, must adhere to a private pension fund. Persons with ages between 35 and 45 years that are insured and contribute to the public pension system, can, but don’t have the obligation to adhere to a private pension fund. 

The calculation basis, withdrawal and payment due dates of contributions to private pension funds, are the same as for the contributions established in the public system. In the beginning of the collection activity (September 17th 2007), the contribution quota is of 2% of the calculation basis, following that, in 8 years from this date, the contribution quota will increase to 6% in 2016, with an annual increase of 0.5 percentage points, beginning with January 1st of each year. No extra-payment will by done by the insured; out of the 9.5% of the calculation basis, currently due to social insurance contributions, 2% will go to a private pension fund.

A person cannot participate in more than one pension fund, and can have only one personal account to the pension fund. A person becomes a participant to a pension fund by signing an individual adherence document; those that have not adhered to any pension fund in 6 months from the term provided by law, will be randomly assigned to a pension fund y the evidence institution.        



3.2 Pillar III – Voluntary private pensions 

Pillars I and II, which are compulsory, were designed to ensure a minimum level of income at the retirement age and, respectively, to provide people with the possibility to maintain their life standards. For those for which the level of income at the retirement age obtained this way is not sufficient, there is the possibility for an individual supplement. This is represented by the voluntary pension, pillar III.   

The fiscal treatment of these contributions follows the EET formula (exempt – exempt - tax). The amount representing contribution to a voluntary pension fund is deductible for the employee out of the gross monthly salary, in the limit of 200 euros (the equivalent in RON) in a fiscal year. The amount representing contribution of the employer, proportional with its participation quota, is deductible from the calculation of the taxable profit, in the limit of 200 euros (the equivalent in RON) in a fiscal year, for each employee. 

Unlike mandatory private pensions, in the voluntary pension system, a participant can adhere to more that one fund, and can choose to transfer his account to another fund, having the options to transfer all its assets to the new fund, or to remain participant to the both of them, and cumulating their values at the end of the contribution period. Voluntary pensions are, generally, more permissive than mandatory private pensions, regarding the modifications that can be done, but also involve more fees and commissions.



4. CONCLUSIONS
The competition on the private pensions market will be significantly high, every company wanting the higher market share they can get. However, only strong companies will be able to administer private pension funds, as only the companies that have the support of strong financial groups will assume a business plan for which the breakeven will come, most likely, in 7-8 years from launching operations. 
But the difficult starting of a separate company did not startled anyone such that 14 of the biggest companies on the Romanian insurance market announced their intention to  start a company that will administer a private pension fund (2nd Pillar) and others are to come on this brand new market. The short period of attracting the clients (only 4 months) will cause a terrible competition between agents of these companies in getting a market share as big as possible. CSSPP is convinced that more than 200000 agents will be authorized to offer products on this market. The third pillar is targeted also by many companies as the interest for this market is quite outstanding – already 6 insurance companies declared their intentions to activate also on this market. Although, at present, there is no real distinction between the facultative and mandatory pensions, perhaps the future marketing campaigns will prove their best and educate the population targeted about the distinct features of the pillars.
The multi-pillar system will give benefits to individuals as they will obtain a higher level of income at the retirement age, with a relatively low level of contributions. The employers will benefit from the fiscal deductibility applied to contributions to pension funds, and they will be able to improve the benefit plans of their employees, strengthening this relationship, as forecasts are showing an increase of the weight of the pension in the salary at approximately 80% (as compared to 35% at present).

At a macroeconomic level, the private pension system will also have positive influences. The pressure on the state budget for social insurance will be gradually reduced, the responsibility will be shared between the state, the employer and the individual, the economic growth will be stimulated, through investing in the economy the accumulated sums, the population’s savings will help the increase of capital markets, the pension reform will help the labor market reform.
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