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Romanian Pension Reform in Comparative Perspectivei)

Valentina Vasile

               1. Introduction

  Romania is deemed to be a less-developed former

Soviet block country with complicated industrial

structure, and it is also widely accepted that it has not

conducted full radical market oriented reforms until

now. In the sphere of pension reform, the Romanian

governments and parliaments showed a timid attitude

towards the problems and the speed of the pension

reform in Romania is much slower than in Hungary,

Poland, Latvia and so on. Although the World Bank

has been recommending Romanians radical pension

reforms since 19963), Law No. 3 of 1977 had been

effective with many amendments (Ticlea & Tufan,

1994, pp. 134-165) until the beginning of 2001. Under

this law, which prescribed a PAYG [Pay-As-You-

Go]IDB [Defined Benefit] type pension system, the

entry condition had been relaxed since 1989. The

reasons why they are so slow can be given only after

overall examination of the economy and society of

Romania. Here, however, we will try to answer the

question by comparing the conditions of socio-

economic structure with other transition economies

and then we will show recent interest movements in

the sphere of pension reform, which can be interpret-

ed as a result of the slowness of the Romanian reform

process.

2. Social and Economic Conditions of Romania for

               Pension Reform

2.1 Demographic tendency
  Romania's population is the second largest in Cen-

tral and Eastern Europe with about 22.3 million

people. The demographic tendency of Romania has

not been straightforward and traced a zigzag course

   Table 1. 01d-age Dependency Ratei of Selected Transition

1989 1990 1991 1992 1993 1994 1995 '
1
9
9
6Hungary

Poland
CzechRepublic
Romania

35.0

28.0

33.5

29.2

35.5

28.6

33.8

29.7

35.8

29.0

33.8

30.2

36.0

29.0

33,7

31.6

36.1

29.5

33,4

32.1

36.1

29.6

33.0

32.4

35.9

29.8

32,5

32.7

35.6

29.9

32.0

32.9

Note)

Source)

"=60+years old in % of 20-59 years old,

 Hungary, Poland, the Czech Republic : Schrooten, Srneeding and Wagner,
1999, p. 28.

Romania: Culcurated by the author using the data of ASR,
2.1.3.

and Akira Uegaki2)

   influenced by several factors specific to Romania.

   The characteristics of the demographic trend of

   Romania since 1990 are the following.

     (a) After 1990 the fertility rate of a Romanian

     woman has been decreasing to an extremely low

     one, reaching 1.3 in 1998. It is a result of people's

     reaction to the pro-birth policy of the previous

     regime in the past 30 years, which was initiated by

     Ceausescu in 1966.

     (b) On the contrary, the death rate has been kept

     at the previous Ievel and even increased in some

     years. Therefore the natural increasing rate of the

     population has been negative since 1992 until now.

     (c) Therefore it is true that ageing of the
     Romanian population is proceeding as fast as in the

     other transition countries, but it will advance with

     some special features to Romania. People over 65

     will increase and people at working ages of 16-64

     will decrease both at a considerable rate from 2029

     and 2015 onward respectively.

     (d) Apart from the natural flow of the population,

     there was a strong social tendency of outflow

     migration from Romania. From 1990 through 2000

     total net migrants (immigrants minus emigrants)

     were -239.4 thousand. This population decrease was

     more than the natural population decrease in the

     sarne period (Vasile, 2002, p. 41). However, it must

     be noted that the surge of emigrants has calmed

     down in recent years and that repatriatien of
     Romanians is also observed (Vasile, 2002, p. 12).

     Table 1 shows the "old-age dependency rate" of

   four transition countries. Here the "old-age depen-

   dency rate" means a number of the people over 60

                divided by a number of the people at
     Countries
                ages of 20-59. In Table 1 Romania

                represents a peculiar status in the

                transition countries in the sense that

                the figure increased from 29.7 to 33.6

                whereas the figures of other countries

                were stable, This and other official

                demographic statistics suggest that

     2ooo, Tabie ageing of the Romanian population

                started before the transformation of
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Table 2. Future01d-ageDependencyRateiofSelected

       Transition Countries and Europe2

2000 2010 2030 2050

Europe
Eastern Europe

21.7

18.8

23.6

19.4

36.6

31.0

47.5

44.1

Albania
Bulgaria

Czech Republic

Hungary
Latvia

Poland

9,5

23.4

19.5

21.5

21.0

17.5

11.4

24,1

21,9

23,O

23.4

17.7

20.2

33.7

37.7

31.8

33,O

31,8

29.8

52.0

60.6

48.2

44.9

44,8

Romania 19.3 20.3 28,8 53.9

Notes) ]=65+years old % of 16-64 years old.

   2=Calculated by the ILO using the data of World
    Population Prospect of the UN(version of 98).

Source) Fultz & Ruck, 2001, p.22.

the regime and is recently approaching the level of

the Czech Republic`). -
 These data, however, do not reflect the total effect

of the above-mentioned tendencies, because most of

the effect will be realized in the future. For the future

trend, we can use the United Nations' World Popula-

tion Prospect (version 1998). Table 2 indicates the

future old-age dependency rate (here it means the
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the quickly ageing population. For Rornanians, how-

ever, it is also necessary to take into consideration a

special condition of Romania, that is, the demo-

graphic legacy of Ceausescu. In November 1966
Ceausescu suddenly initiated a pro-birth policy which

eaused the very high contingent fertility rate of 3.7 in

1967-68. The birth rate per 1000 habitants jumped

from 14.3 in 1966 to 27.4 in 1967. The birth rate had

been kept at a high level around 18.0-20.0 until the

economic crisis in the 80s. Even in 1989 the rate was

16.0 which can be considered still high by the interna-

tional standard. From 1990 on, however, the birth rate

has decreased continuously and it reached 10.4 in 1999

(ASR, 2000, Table 2.2.1).

  Figure 1 shows this "legacy" clearly. There is an

apparent fault line between the age groups of 31 and

32. A person 31 years old on July 1 of 1999 was born

after the initiation of Ceausescu's new policy. We can

see one more line between 8 and 9. It indicates the

anti-birth attitude of the people after the breakdown

of the previous regime. Therefore we can call the age

group of 9 to 31 on July 1 of 1999 as the "Ceausescu

age". The "Ceausescu age" constitutes a bulk of the
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Table

            ff za 1ffF ee

3. Structure of Employment in Selected Transition Countries
  (% of Total Employment)

Agriculture Indutryi Manufacturingi Construction Services

19891999 198919.99 19921999 19891999 19891999
Bulgaria

CzechRepublic
Hungary
Poland
Latvia

18.626.2
11.65.5
18,37.5
26.825,2
17,117.6

3Z726.5
39.132.8
30.028.0
29.023,4
28.618.4

NDND32,129,6
25.824,7
21.019.7
23.916.4

8,34.1
7,38.2
7.06.2
7.86,1
9.86.0

35,443.2
42,O53,6
44.758,3
36.445.3
44.457,9

Romania 27,938,1 37.926,3 27.423.3 7.04.4 27.131.2
Note)

Source)

i=" Industry" is a larger category than '`Manufacturing". The f()rmer includes the latter in it.

 The UN, ECE, Economic Survay (ij' Europe, No. 1, 2000, p, 106.

l

run6).

  The demographic trend explained above indicates

that Romania is not a young country like Albania but

a quickly maturing country with complicated age

structure inherited from Ceausescu's policy. It means

that the ratio of the number of contributors to that of

beneficiaries in the pension system will change irregu-

larly in the next 50 years and that a simple combina-

tion of PAYG and DB cannot be maintained in the

future. Nevertheless, the funded system with DC

[Defined Contribution plan] is not necessarily the

rescue for the pension crisis of Romania. Especially

the feasibility of the funded system must be verified

by an estimate of the people's saving behavior in

Romania.

2.2 Employment
  Table 3 shows the change of the employment struc-

ture in several transition countries in 1989 and 1999.

Here again the unique status of Romania is apparent.

In Romania from 1989 through 1999 employment
share of agriculture jumped up by more than 10

percentage points although the employment share of

agriculture decreased in the Czech Republic, Hungary

and Poland. On the contrary, employment in industry

decreased considerably in Romania whereas there

was observed slighter decrease of employment in

industry in the Czech Republic, Hungary and Poland,

Thirdly it is true that the employment share of the

services increased in every country under review, but

                  Table 4.

the increase of the share of service sector in Romania

was the srnallest.

  Bulgaria is the only country in the table whose

structure is similar to that of Romania. But the

increase of employment in agriculture in Bulgaria

was smaller and the increase of employment in ser-

vice in Bulgaria was larger than in Romania. All

these things suggest an important role of Romanian

agriculture as a shock absorber of labor problems in

the transition period.

  The role played by agriculture seems to be a favor-

able precondition for social stabilization of Romania

in the short run. In the long run, however, this would

be a grave social burden because the previous pension

system for farmers in Romania was destroyefter 1989.

Until the end of the Ceausescu era most farmers in

Romania were organized in agricultural production

cooperatives and they had their own mandatory

pension scheme. It was not long before the system

went into a serious financial crisis since the destruc-

tion of agricultural cooperatives after 1989. In 1992 a

new law was issued to make an optional pension

scheme of PAYG type. It, however, could not function

well. Firstly, the number of the farmers who sub-

scribed to the new pension scheme was very small (2.

5-2,6% of total number of farmers in June 1997).

Thus, the contribution to the new pension fund has

been too small to cover the system. Secondly the

number of pensioners retired from agricultural activ-

ities has increased remarkably since 1990. Therefore

Registered Unemployment in Selected Transition Countries
(% of labor force, end-of-period)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

AIbania 9.5 9.2 27.0 22.0 18.0 12,9 12.3 14.9 17.6 -
Bulgaria 1,8 ILI 15.3 16.4 12.8 11.1 12.5 13.7 12.2 16.0

CzechRepublic O.7 4.1 2.6 3.5 3,2 2.9 3.5 5.2 7.5 9.4

Hungary 1,7 7.4 12.3 12.1 10.9 10.4 10.5 10.4 9.1 9.6

Poland 6.5 12,2 14.3 16.4 16,O 14.9 13.2 10.3 10,4 13.0

Latvia - 2.3 5.8 6.5 6.6 7.2 6.7 9.2 9.1
'

Romania 1.3 3.0 8.2 10.4 10.9 9.5 6.6 8.8 10,3 IL5
'

Source) The UN, ECE, Economic St{rvqy of Eumpe, No. 1, 2000, p. 230.
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Table 5. Number of Inactive Working Age Persons in Romania
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I990 1991 1992 1993 1994 1995 1996 1997 1998 1999
-

Populationat
Ages20-59i

12225665!T 12261908Jl 11968143!1 119814707T 12037202il 12112OIOlr 12167337Jl 12234362lt 12303316t) 1237663911

TotalEmployed2 10840OOO)7 10786000Jt 10458OOO!J 10062OOO1! 10OllOOOir 9493OOOlt 9379OOOJI g,o23,oeo 8813OOOt) 8420OOO±r

NumberofIn-
activeWorking 1385665lr 1475908T) 1510143TJ 1919470lt 2026202t) 2619OIO1! 2788337Jr 32113627) 3490316f7 3956639tJ

AgePersons3
Note)

Source)

1989 1990 1991 1992 1993 1994 1995 1996

'Hungary

Poland
CzechRepublic

841

2464

53

723

3755

79

839

4754

394

1257

5484

569

1629

5944

709

1797

5937

753

1898

5831

707

1966

5724

754
'

Note)

Source)

i=On July 1 of every year, 2=On Dec. 31 of every year, 3="Population at Ages 20-59" minus "Total Ernployed".

ASR, 2000, Table 2.1.3, Table 3.1.1.

  Table 6. Number of lnactive Working Age PerSOnSi unemployed people do not contribute
          in Central Europe(in thousands)
                                                       to a pension fund nor pay taxes to

                                                       support a pension system in general.

                                                       Therefore the unemployment rate of

                                                       Romania in Table 4 suggests that the

i=See Note3ef Table s. unemployment in the country has had
 Schrooten, Smeeding and Wagner, 1999, p. 281. an unfavorable effect on the pension
                                                       budget.

the real receipt of agricultural pensions was much

smaller than that of industrial pensions (Grigorescu,

1998, pp.10-12). The average monthly pension for

"Pensioners of Social Security" (it does not include

farmers) was Lei 1,338,851 and for "Pensioners of

Agricultural Social Security" Lei 271,651 in 2001

(Magirescu, 2002, pp.20-21), The increase of the

share of agriculture in employment, therefore, means

that a considerable number of Romanian people is

now under vulnerable social assistance,

  Table 4 shows the unemployment rate of transition

countries. From the viewpoint of pension reform, the

unemployment rate is significant in the sense that

            Table 7. Social Security Fiscal Balancei(%

199419951996

Hungary

Overallbalancet----------------------------------rttrmtttt'

BalanceforOld-age,invalidityand-1survlvorsprogram

-1.3-O.74-O.97..ttt.ttt-J--tt---------------

-1,58-1,31-1.33

1
'
'
C
z
e
c
h
R
e
p
u
b
l
i
c
'
'
'

Overallbalance'tB-iiifi-6e-ti6}-ofd'.-tig-e-;lhtv'51-ia-iVy--5h-d'"

-!survlvorsprogram

-O.284.153.32t----t--t..t..ttttLtJ------tt-

O.55O,921,32

Bulgaria

Overallbalance'tB-iiatff6e--i6}-b'1'ia'

gk-,-lhtv'5i-ial'l'y--5h-d-

-1survlvorsprogram

-2,76-1.39-O.65t-------T-tT'ttt"""""t't'

"--
Romania

Overallbalance'-B-.-i.-hb-6-l6}--6i'i.'

gb-,-1･hVai-ial･V,'-ah-aM

-)survlvorsprogram

-3,88-4,81-4.06.t..t..ttttt-t-t---t--tt----t-

2,412,21,67
Notes)

Source)

   In this relation more important is the number of

 people who are inactive or not working officially by

 any reasons which includes not only unemployed

 people but also students, housewives, injured persons

 and others. Table 5 indicates the number of inactive

 working age persons. As the data of the second line

 include people under 19 and over 60, the figure of

 "inactive working age persons" as a difference

 between the first line and the second line is not

 meaningful as rigorously scientific data7), But the

 trend of the data in ten years is meaningful enough to

 take note. "The number of inactive working age

 persons" of Romania has tripled since 1990. It means

                   that the number of the people
of GDP)
                   who did not contribute or only

                   slightly contributed to the pen-

                   sion system has increased tre-

                   mendously since the collapse of

                   the previous regimeS). Here we

                   must pay attention to the fact

                   that a considerable part of the

                   "inactive working age persons"

                   are working in an informal way

                   out of governmental surveil-

                   lance. But it is not a peculiar

                   feature of Romania among the

i=The items are calculated by the following method.

  "Balance"="Receipt"-"Expenditure".
  "Receipt" consists of "Social contribution for social protection programs". and

  other tax.

  "Expenditure" includes `LSocial protection benefits payments" and other costs

  including

  `LAdministrative cost",

  `LSocial protection benefits" except "OId-age, Survivors' and Invalidity bene-

  fits" are benefits for "Employment iniury",

  "Sickness and health", "Family", "Unemployment", "Housing" and others.

The ILO, lnternational Inquiisi into the Cost of Social Secun'ly 1994-1ve6

[Webpage of the ILO, http:/lwww.ilo.org/public/english/protection/socsecl

publlcssf].

transition countnes, Table 6

shows that the three Central

European countries had suffered

from the same problem,
although their problem is not so

severe as that of Romania.
Romania is unique in the sense

that the "inactive working age

persons' problem" is connected

with the increasing employment

'

/

:
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 252 ETable 8. Replacement Rate of Pension in Selected

es M
Transition

1

1989 1990 1991 1992 1993 1994 1995 1996

'Hungary

Poland
CzechRepublic
Romania

63.3

53.3

63.8

46.7

63.8

65.0

65.2

44.7

64.0

76.1

70.4

45.1

60.8

72.5

67.7

43.6

57,4

72,8

60.5

45.2

54.8

74.8

57.2

42.6

57.9

74.5

56.6

40.8

56.7

72.5

56.0

38.6

Note) i==`LReplacement rate" means average pension in % of average wage.

Source) Hungary, Poland, the Czech Republic : Schrooten, Smeeding and Wagner,

    1999, p. 282.

    Romania : Grigorescu, 1999, p. 25.

in agriculture. This phenomenon can be called natu-

ralization and in-formalization of the economy.

These are undercurrent basic conditions for
Romanian pension reform,

2. 3 Fiseal deficit and inflation

  Table 7 shows the financial aspects of social secu-

rity of the four transition countries using the data of

the ILO research project9). Here the overall balance of

the Czech Republic and that of Rornania form a

striking contrast. Romanian data recorded a consider-

able amount of overall deficit on the social security

program, whereas the Czech Republic has gained a

fiscal surplus. Katharina Mueller asserts that a fiscal

deficit of pension systems in Hungary and Poland led

to their radical reforms of Latin American type and

that fiscal surplus in the Czech Republic led to its

moderate reform (Mueller, 1999) . Along with this line

of thinking, we would expect Romanian pension

reform to be a radical one. But the reality is more

complicated.

  The point is that Romania kept a surplus in the

fiscal balance of "old-age, invalidity and survivors'

program" in appearance. This was caused by limited

amount of benefits. At first we must note that bene-

fits for survivors and invalidity benefits in Romania

are much smaller than those of other transftion coun-

triesiO). The life of a jobless widow or invalid is

miserable in Romania. According to Grigorescu's

calculation, the percentage of invalids' and survivors'

pensioners living under minimum standard were 95-

100% (depends on the grade of invalidity) and 99.5%

respectively in December 1998 (Grigorescu, 1999, p.

22), Secondly, the pension for old-age people in

                   Table 9. Consumer Prices in                Selected
(Annual average, percentage change over preceding year)

     ee

  Countriesi Romania was small if calculated as a

             percentage of GDP (ILO, 2000).

             Therefore we can conclude that the

             Romanian government kept the pen-

             sion benefits at a very low level to

             attain the apparent surplus in the

             pension system balance though the

             overall fiscal balance of social secu-

             rity was in deficitii).

  The amount of a pension can be compared by
statistics of "replacement rate". We adopt here the

definition that the replacement rate is an average

pension in percent of an average wage. Table 8 shows

the replacement rates of several transition countries

in this sense. It is clear that the replacement rate of

Romania was very low under Ceausescu and that it

has even declined under the new regimei2). Compared

with Romania, the governments of the three Central

European countries have made some efforts to keep

the living standard of their pensioners. Especially it is

impressive that in Poland the replacement rate was

raised by more than 10 percentage points in 1991,

which can be attributed to the character of Solidarity'

s government.

  It is widely accepted that the governments after

Ceausescu had conducted very generous entry policy

in the pension system and that it would have caused

serious damage to the pension budget. How can we

interpret the relation between this genereus policy

and the deterioration of the replacement rate? This

problem is connected with poorly organized indexa-

tion of pensions under the circumstance of hyper-

inflation. So we rnust examine the inflation in

Romania.
  According to Table 9, the inflation rates of Bulgar-

ia and Romania have been the highest in the table.

Romania shows a peculiarity that it has never record-

ed a rate lower than 30% in any year since 1991.

Especially Romania is unique in the sense that its

inflation rate was still high in 1998 and 1999 when the

inflation in other countries (including Bulgaria that

introduced a "Currency Board System" in 1997) was

stabilized. Naturally these things seriously affected

 Transition Countries

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Albania
Bulgaria

Czech Republic

Hungary
Poland
Latvia

Romania

 23.8

 9.9
 28.9

585.8

 10.9

 5.1

 35.5

338.5

 56.7

 35.0

 70.3

1722
170.2

193.1

 91.3

 11.1

 23.0

 45.3

951.2

210.7

 85.0

 72.9

 20.8

 22.6

 36.9

109.1

256.2

 21.5

 96.2

 10.0

 19.1

 33.2

 35.7

137.1

 8.0

62.1

 9.1

28.5

28.1

25.0

32.2

 12.7

123,1

 8,9
 23.6

 19,8

 17,7

 38.8

 33.1
1082,6

  8,4

 18.4
 15,1

  8,5
 154.9

20.1

22.2

10,6

14.2

IL7
 4.7

59.3

-O.1
 O.4
 2.1
 10.1

 7.4
 2.4
 45.9

Source) The UN, ECE, Economic Surt;ay of Eumpe, 2000, No. 1, p. 231.
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Table

            Romanian Pension Reform in

10. Real Pension Index of Romania

Average realpensionof

social securityofstatei･2

Totalpension
Old-agepension

fullservice

with
3

Oct. 1990 100.0 100.0

Dec. 1990 73.3 72.7

Dec. 1991 74.3 64.8

Dec. 1992 62.8 58.2

Dec, 1993 54.3 51,4

Dec. 1994 56.9 53,8

Dec. 1995 61.5 57,8

Dec, 1996 58,3 55.0

Dec, 1997 48.4 45.8

Dec. 1998 52.5 51.5

Mar. 1999 48.7 47,8

Notes)

Source)

i=Nominal pension index/Consumer price
index[level of both indices at Oct. 1990=100]

2=Consumer price index used here is differ-

ent from the index in Table 12.

3=Without supplementary pension

Calculated by the author from the data of

Grigorescu, 1999, p. 12.

the process of pension reform in Romania.
'-

  Table 10 shows that the real state pension of

Romania has been decreasing continuously. It means

that the rise of nominal pension could not catch up

with the speed of inflation though some efforts to

adjust the relation between pension and prices have

been made by the government. Concerning the mea-

sures of this re-adjustment it is worth noting that the

decrease of real pensions was compensated by the

method of lump-sum payment in the first years of the

transition. For example, in July 1996 after the

increase of the prices of energy, fuel and bread,

compensation for most pensioners was made with

payment in lump sum of 8000 lei (Governmental

Decision No. 543/1996). Such measures produced a

curious result, that is, equalization of earnings of

pensioners. Although the equalization seems to have a

good stabilizing effect in a society, it would damage

people's belief in the public pension system by wea-

kening the relation between contribution and benefit.

  Romania has been suffering from an unstable
macro economic situation of inflation until recently

whereas other transition countries had got out of such

problems. Therefore the Romanian government could

not do anything but cope with current problems of the

system.

           3. Recent Reform Efforts

3. 1 Establishment of "Pillar 1"

  Since the breakdown of Ceausescu's regime, any

thorough pension reform had not been conducted
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until the beginning of 200e. In March 2000, the law

named "On the Public System of Pension and other

Social Security Benefits" (No. 19/2000) was issuedi3'.

It prescribes the general social security framework of

the country and detailed regulations for state manda-

tory pension. The latter is a PAYG type pension and

has the following characteristics. Firstly the coverage

of the people under the unified state pension is

extended. The new pension covers the employees,

other categories of employed people, public servants,

elected or appointed persons working in public insti-

tutions, people working in individual farms, indepen-

dent workers, unemployed people, etc, Secondly the

law plans to raise the standard pension-age from 57/

62 to 6e/65 [for women/men] gradually in 13 years.

Thirdly, unlike the past scheme, the employees pay

one third of the contribution, while employers pay

two thirds. The amount of the contribution is calcu-

lated on the basis of the insured person's monthly

individual gross wage adjusted by the ANGW [aver-

age national gross wage]. In the first year of imple-

mentation of the law (2001), the contribution rate

(contribution per wage) was set 23.33% for employer

and 11.67% for employee in case of normal working

conditions. The contribution is, however, differentiat-

ed by the special working conditions of the insured.

Fourthly, the pension to be paid is calculated on the

basis of the whole active life of a pensioner, transfer-

red into points, where the connection between contri-

bution and benefit at the individual level is not clear.

  Most of these characteristics are common to the

trend in the European transition countries. The exten-

sion of coverage of an ordinal pension system and

inclusion of the wide range of the people in a unified

pension system are in accordance with the trend of

other countries, To raise the standard pension age is,

also, a common trend in the European transition

ceuntries (Fultz and Ruck, 2001, p. 13). As for the

                            'problem of the ambiguous connection between contri-

bution and benefit, Romania's reform is similar to

that of Hungary or the Czech Republic but is different

from that of Poland, where the strict connection is to

be maintained by the NDC in Pillar 1 (Marossy, 2001,

pp. 188-189). The contribution rate of the Romanian

pension is rather higher than that of other transition

countriesi`), which can be estimated as an obstacle to

the development of the system. What is more impor-

tant is the fact that employer's contribution is bigger

than employee's in Romania, whereas employer's

contribution is smaller than, or at least the same as,

employee's in Poland and the Czech Republic. In this

connection Hungary's system is similar to Romania's.

  What makes Romania different from Hungary lies
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Empioyer 2216.266.523,33
Pillar1 Pillar2fundmember 28,96Employee

Non-member 816.2619,511.67
Employer ooPilar2 Pillar2fundmember 67.3Employee

Non-member

Total 3032,522635
Note) All the figures include payment for disabilty pension.

Sources) Marossy, 2001, p. 188(considering the note 1 on p. 200); Fultz & Ruck, 2001, p. 14.

                Table 12. Comparison of Pillar 1 Reform

CzechRepublic Hungary Poland Romania

Coverage Enlargedandunified Enlargedandunified Eniargedandunified Enlargedandunified

Pensionentranceage Raised Raised Raised Raised

Amountofcontribution Employer<Employee Employer>Employee Employer=Employee Employer>Employee

Connectionbetween
contributionandbenefit Ambiguous(DB) Ambiguous(DB) Clear(NDC) Ambiguous(DB)

Pillar2introduction No Yes Yes No

in the fact that Hungary started its pension reform

both in the sphere of Pillar 1 and Pillar 2 at the same

time. In Romania the establishment of Pillar 2 was

delayed and has not been finished. Therefore Pillar 1

in Romania, a larger part of which is to be contribut-

ed by employers, will be the only official system of

,supporting old-age people for the time being. In this

regard Romania is also different from Poland where

the new Pillar 1 started at the same time with the

introduction of Pillar 2 (Marossy, 2001, p. 185). The

characteristics of Pillar 1 reform in Romania are

summarized in Table 12.

3. 2 Controversies and problems after the adoption

    of the Law No. 19/2000

  The law, although incomplete, provided a strong

support to the implementation of a more equitable

modern system of social protection. It also paved the

way for funded pensions. However, some contro-

versies occurred and problems appeared soon after

the adoption of the law, Among others the following

are important enough to note,

  Firstly the burden on employees and employers in

the system proved to be too heavy. The taxes and

charges to be paid by the employees for insurance and

social assistance (including pension, sick leave and

other social benefits) are levied at the source, and the

employer is obligated to deduct them from the

employees' gross income and transfer them to the

funds (Art. 28). Their size amounted in 2002 to about

58 percent of the gross wage (excluding tax on
wages) of which 20 percent was paid by the employee

and 38 percent by the employer. Initiaily the law

stipulated that the employers' failure to pay their

obligations would make penalties against the
employees, i.e. the failed amounts are not to be

considered in the determination of the pension rights

(Art, 31(5), Art. 33). Although such constraint was

eliminated under the trade unions' pressure, too heavy

a burden both on employees and employers is still a

serious problem in an economically stagnated country

like Romania,
                           '
  Secondly the aim to build a unified system was not

realized. The system was set up for all categories of

pensioners, but later the army, the judges and the

lawyers left the system and created their own sys-

tems. Thus, people having the same education and

training and complying with the same retirement

criteria receive different pension amounts due to the

mere fact that they worked with the Ministry of

Defense or as judges, etc.

  Thirdly, the value of the pension point, i,e. the rate

of replacement rate became a disputable problem. It

was a hot issue among the social partners, the govern-

ment and the civil society as a whole. Initially the

parliament adopted a rate of "at least 45 percent" of

the monthly gross average wage at the economy level

as estimated by the National Institute of Statistics.

The Isarescu cabinet placed the limit "at the most 45

percent" which deeply disappointed the trade unions,
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especially because of the risk of "free falling" of the

point to unacceptable values hardly bearable by the

society. The Nastase Cabinet initially raised the

maximum ceiling to 50 percent and then, under the

trade unions' pressure, considered the possibility to

fix the annual point value between 30 and 50 percent

of the gross average wage (AE, No. 24, 2001, p. 5).

Even under such conditions, the ceiling is under the

replacement rate of the former regime that had ran-

ged from 54 to 85 percent}5}.

  Fourthly, the recalculation of the pensions already

being paid according to the previous legislation

became a matter of concern, The law provides that

such pensions have to be recalculated by the new

formula (Art. 180) in order to ensure equitable condi-

tions for all pensioners. Moreover, since in the former

regime the difference in wages was minor and just

under the average, the Law No. 19 provided also the

readjustment of the pensions to ensure equitable

conditions for persons who are equal in the retirement

conditions but retired in different years. Actually, the

pension recalculation did not take place, The Emer-

gent Ordinance of the government No. 49/2001 (is-

sued in May) abrogated the related provision (Art.

180)i6}. The calculation of all pensions in payment

according to the new methodology was given up,

which meant the non-observance of the principle of

equal treatment in setting the pension amount. To

"correct" such inequities the pensions were to be

"re-adjusted" later on.

3.3 "Recorelarea" [re-establishment of correla-

    tion] of pension : a means to diminish ineq-

    uities

  The effects of Governmental Decision No, 565/1996

concerning the pension calculation formula (Grigor-

escu, 1999,'p.47), associated with the indexation

policy (especially the early 1990's policy focused on

the increase in the small and very small pensions)

have caused and worsened intra-generation and inter-

generation inequities (AE, No. 17, 2001, p.21). It

would have broken the connection between contribu-

tion and benefit and weakened the belief of the people

in the pension system. Therefore the overall indexa-

tion of pensions with the same percentage for all the

categories of pensioners was introduced in October

1996, December 1998 and March 1999, These re-
adjustment measures are called "recorelarea" [re-

establishment of correlation] in Romanian. They,

however, generated another serious problem that

pension earnings are different according to the timing

of retirement (Grigorescu, 1999, pp. 28-29, pp. 45-561).

 Moreover, the introduction of the new pension
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calculation formula (Art. 168 of the Law No. 19/

2000) and the non-application of Art. 180 concerning

the pension recalculation have caused larger imbal-

ance between the pensions in payment before lst of

April 2001 and those in payment after that time. The

authorities had to respond to such developments by a

new "recorelarea".

  The Government's Program for 2001-2004 (Govern-

ment of Romania, 2000; Governmental Decision No.

332/2000) provides for the elimination of the pension

inequalities among different generations through a

program of "recorelarea" for three years up to 2004

(in six stages). The pension's correlation is to be

achieved by increasing points.

  The number of added points will be the same for all

pensioners retired in the same year, but different for

the pensioners retired in different years (see Table

13). The contribution of the Social Insurance State

Budget will amount to ROL [Romanian Lei] 29,OOO

billion, that is about 3.6 percent of Romania's GDP in

2000,

  The beneficiaries of the adjustment were persons

who began tb receive pensions for age limit and full

length of service or survivors' pension by lst of Janu-

ary, 1999 and whose corrected annual average points

were less than 3. So far, three adjustment stages have

taken placei7).

  The system diminished, but did not fully eliminate

the unreasonable difference among pensions. More-

over, the pension leveling (downward "flattening")

occurs due to a significant increase in the low pen-

sions. Actually, the differences among pensioners of

different retirement years become smaller, but new

inequities occur in relation to the individual pensions

of the same retirement year.

 The confused problems occurred around the "recor-

elarea" reveals that the inflation in Romania has been

unresolved problem until recently and that the influ-

ence of it over the people is more complicated than

that of other transition countries.

3.4 Controversies oyer Pillar 2 and shift of the

    discussions

 According to World Bank's framework, a manda-
tory PAYG type pension scheme (Pillar 1) is only a

basic segment of the social old-age protection system.

On the Pillar 1 basis, a mandatory, privately
managed, funded type pension scheme (Pillar 2) must

be established. In Romania the governments and

politicians with the help of the World Bank special-

ists endeavored to work out a design of Pillar 2

especially after the change of the government in 1996.

A draft law concerning Pillar 2 was submitted to the

/
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2001, p. 14) , but the parliament had not passed the law

and the Isarescui8) government finally gave up full

legislation on this problem and instead published the

Government's Emergent Ordinance No. 230/2000

named "On the organization and operation of the

universal pension funds" in November 2000.

 The Pillar 2 planned by the Ordinance is a manda-

tory, privatery organized, funded type pension

scheme. Under this scheme, a "Universal Pension

Fund" is established and administered by a civil

private Pension Company (Art, 2(2)). Each Fund

must have a minimum of 150,OOO members (Art. 38

(4)). All the natural persons, who have the right and

obligation to contribute the Public Pension System

[Pillar 1] and who have at least twenty years until

their normal retirement shall become members of
                    '
and contribute to a Fund of their own choice for the

entire period of contribution to the Public Pension

System (Art. 65(1)). A member's contribution to a

Fund is 10% of the monthly gross individual wage, 5

% of which shall be paid by employees and 5% by

employers on behalf of their employees (Art. 67(1)).

Contributions paid to Funds shall be credited to indi-

vidual accounts in respect of each Fund member (Art,

81). The assets of a Fund shall be invested in the

following type of assets: (a) bank deposits in

Romania, (b) bonds and securities issued by the

Ministry of Finance and bonds issued by the National

Bank of Romania, (c) bonds issued by local govern-

ment organizations'  in Romanla, (d) shares in a

market regulated by National Security Commission

of Romania, (e) bonds issued by commercial com-

panies in Romania, (f) cash, (g) state bonds issued by

Table 13. Recorelarea of Pension

Percentageaddedin:
Pensioners'category Numberofpensioners

2002 2003 2004

Pensionersforfullseniorityandagelimit,withascoreupto1point

-foruptoO.6point 18807 50 30 20

-overO.6-O.75point 558372 25 38 37

-overO.75-O.85point 448345 24 40 36

-overO.85-1point 441336 22 40 38

Personsreceivingsurviyors'allowance,withascoreupto1point

-foruptoO,3point 132385 50 40 10

-overO.3-O.6point 496213 3e 40 30

-everO.6-lpoint 14547 24 40 36

Pensionerswithascoreover1point

-over1point-2points 482922 18 35 47

-over2points-3points 2473 10 38 52

Surce) Legal provisions concerning the "Recorelarea".

M ee
foreign governrnents (not more than 20% of the

assets) (Art. 107, Art. 108). When retired, a Fund

member shall withdraw from a Fund and purchase an

Annuity (for example, a single life annuity payable

until the death of the annuitant) by using at least part

of the amount standing to its account (Art. 88(a),

Art. 91 (1) (a)).

  If we admit the general strategy of the World

Bank, it seems to be normal to set up the funded

pension system (Pillar 2) in Romania after the estab-

lishment of a reformed state pension system (Pillar

1). Notwithstanding, since the legal and institutional

framework for the operation of the funds did not

practically exist and there were many problems in the

capital market in Romania, the Ordinance set a

warming-up period of two years (from December

2000) when the Commission for Regulation and

Supervision of the Pension organizations had to work

out the necessary regulations. The government also

promised "to take necessary action to clarify the

problems confronting the Romanian capital market."

  The Nastase government decided that the Ordi-

nance must be discussed in the Parliament in an

amended form, emphasizing the economic and, espe-

cially, social importance of the Ordinance. Although

a few months were provided for revision of the
Ordinance (by November 2001), the discussions bog-

ged down on many controversial points (AE, No, 25,

2001, p. 17).

  One of the main problems that were in dispute is

how to finance the public pension (Pillar 1) budget.

The public pension budget will go into deficit because

the Ordinance plans to transfer 10% of the contribu-

tions of the public pension system to the new compul-

            sory universal funds (Pillar 2). This is

            connected with the well-known prob-

            lem of transition from PAYG to a
            funded system. In the transition period

            the active generation must pay contri-

            butions both for the current retired

            generation and the future retired gen-

            eration, i.e. itself, if there is no mitiga-

            tlon measure.
              The second controversial point is

            who can be the market operators
             [Pension companies] of the Universal

             Funds in Romania. In Romania, where

            the financial market is not so devel-

             oped as in other countries and well-

            trained specialists cannot be found, it

            would be a difficult task te draw up

             appropriate selecting and licensing

             procedures and evaluate their capac-
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ity to achieve the required performance to reduce the

risk.

  The role of the state in supervising the activity of

the private funds is also a problem in dispute. On the

one hand, the potential market operators [Pension

companies] (mostly, insurance companies) rejected

any strict control of the funds, while the trade unions

favored control. The latter insisted that, at least in

the beginning, a rigorous control by the state or the

government's responsibility for that is necessary.

  The attitude of the possible contributors and bene-

ficiaries towards the system is also a difficult prob-

Iem. As is explained above, Romanians are reacting

to economic and social hardship by resorting to

naturalization and in-formalization of everyday life.

In such a country, people's confidence in the public

system, even if it is run by a private organization,

must be very weaki9).

  The procedure of amending the Ordinance was
debated for a long time in the Economic and Social

Council, the specialized commissions of the Parlia-

ment, at roundtables attended by all institutions that

could be possibly involved (representatives of the

Ministry of Labor and Social Solidarity, National

Pension and Social Insurance House, trade unions,

organizations of the pensioners, etc.) . Several alterna-

tives were worked out, but they did not end in a

coherent project to be accepted by the society as a

whole and could not be submitted to the Parliament.

  Meanwhile another problem entered the stage:

Whether to continue the task of establishing manda-

tory Pillar 2 or to re-orient the strategy to eptional

Pillar 3.

  On the one hand, the population in general and the

younger work-force in particular were not properly

informed and ready to accept a high-risk insurance

system, providing uncertain benefits in the long term.

The low wages and high and lasting inflation were

not a supporting factor for such investments.

  On the other hand, the retirement waves that had

taken place before the implementation of the new

system caused a higher financial pressure. The

impact of the Pillar 1 reform on the budget deficit

was more significant than expected, The financial

balancing of the Pillar 1 and the need for preserving

the employees' purchasing power make the optional

funded pension system more attractive, though there

are controversies on which alternative is more risky.

  At present one may notice a shift in orientation of

the government itself in building a funded pension

system. The present idea is based on the following

two components correlating each other :
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   to carry on the Pillar 1 reform, the balancing of

the fund budget, the clarification of the functional

problems of the system, the diminution in/elimination

of inequities, etc.

   to set up an additional insurance for the inter-

ested persons through optional funded pension

schemes, based on private management.

  Here it is important to note that the trade unions

also accepted a complementary system based on an

optional system of occmpational Pensions, i.e. the

second component above. A draft law regarding the

occupational schemes is expected to be discussed in

the Parliament in 2003. Although there are contro-

versies over the market operators, the support given

by the social partners to the system, and the accep-

tance of the people in the system, the consensus

regarding the reform continuation is observed in the

country, The people know that the cost of any delay

is too high to be ignored. Moreover, the pension

reform is one of the targets of the Acquis Com-

munautaire of the EU in the social insurance and

assistance field. The policy shift of the government

must be regarded in this regard.

3.5 Optional Occupational Pension Scheme
     (oops)
  The improvement of the funded pension scheme

should be based on the international practice, experi-

ence, and present trends in the field. However, the

Swedish, Chili or German models, efficient as they

are, cannot be taken up by Romania due to the very

specific economic and social conditions, though they

can be benchmarks for building the pension system. In

this context, it is worth mentioning that Romania is

reforming the pension system when Europe and the

world are searching for solutions complementary

and/or alternative to today's rnodels.

  In comparison with the plan depicted by Ordinance

No. 230, the present proposals for the QPtional occmpa-

tional Pension schemes (OOPS) are different in the

following main aspects20).

  Elimination of the compuLso7y Prt)visions : The par-

ticipation in the OOPS is optional and the access to

the occupational pensions depends on contributions

for at least five years. The participation in the OOPS,

which is established by a proposal of an employer or

a trade union, is restricted to its employees/members,

former employees/members or their husbands/wives

and those entitled to optional pensions after the death

of a member. The participation in the OOPS may be

achieved by the participation in setting up a pension

i
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 organization or by the conclusion of contracts with

OOPS suppliers.

  jhacreasing involvement of the social Partners : In

the case of the Universal Pension Funds (UPF, Pillar

2 organization), the social partners had representa-

tives appointed by the Consultative Committee under

the Commission for the Regulation and Supervision

of the Pension Organizations (having a consultative

role in the organization and operation of the UPF)

and took part in the management of the National

Pension Guarantee Fund. In the case of OOPS, the

employers and trade unions will involve themselves

directly in the OOPS and may suggest OOPS in

accordance with the provisions of the collective

agreements concluded at the level of company, group

of companies (multi-employer) or branch (sectorial

agreements) .

  PViz'vate management by insu7ance companies : The

management of pension funds is carried out not only

by special pension companies as in the case of the

UPF, but also by insurance companies. In both cases

a commission is set up as an autonomous public
institution to supervise fund's management with the

help of a consultant having international experience.

  thesident of the IVketional Commission : The Presi-

dent of the National Commission for the Pension

Fund2i) is not appointed by the President of Romania,

as in the UPF case, but by the Prime Minister and

voted on by the Parliament.

  thnimum number of fand members:The provi-
sion concerning the minimum number of members for

setting up a pension fund and the limitation of the

contribution calculation basis are removed.

  Amount of contribution : The contributions are no

longer the same for all the participants and there is

no central system of cellections through the National

Pension House. The contributions are individualized

through the OOPS, The minimum contribution is set

by the collective agreement,

  71ie clecision to add on Pillar 1: The decision

concerning the additional contribution (above the

cempulsory level set by Pillar 1) is made by the social

partners (for example, a board of directors and a

trade union) and is stipulated in a collective agree-

ment at company level. The collective application of

Pillar 2 on the national economy as a whole is not

financially possible because, on the one hand, the

already poorly funded public system would collapse

by giving up 10% of the contributions, and on the

other hand, the tax increase to balance the budget is

not acceptable in practice. It is well known that the

present tax burden is too heavy in comparison with

the supporting capability and tolerance of the eco-

- ee
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nomic system. In the alternative system based on

occupational pensions, those who can afford a heavier

tax burden will enter the system,

  It is worth mentioning that, in both cases (UFP and

OOPS), the funded system is supposed to set the

minimum guaranteed pension. If the amount to be

received as pension in accordance with the individual

contribution is smaller than the amount set by the

Commission, then a fixed amount will be granted. But

if the account amount is larger than required for a

minimum pension, only a part of the balance is to be

paid as fixed amounts or installments for a maximum

of 10 years.

3. 6 OOPS : Romanian yersion of pension reform ?

  Compared with other transition countries, the char-

acteristics of Romanian pension reform are the delay

in introduction of a mandatory funded pension
scheme (Pillar 2) and a proposal of optional occupa-

tional pension for alternatives. The delay of the fund-

ed scheme can be attributed to the political fluctua-

tion. If Emil Constantinescu had won the presidential

election in November 2000, the situation would have

been changed. However, whether Pillar 2 could have

been managed well under Constantinescu is a differ-

ent problem because of the complicated structure of

the stakeholders of the problem. Especially the IMF

was indifferent to building the three pillar system

recommended by the World Bank in Romania. It was

anxious only about the fiscal deficit and there seemed

to be a high possibility that the introduction of Pillar

2 over Pillar 1 in Romania would have made much

fiscal deficit. The Constantinescu presidency, which

would consent to the IMF induced policies in general,

would disagree with it in the sphere of pension
reform.

  As for the occupational pension, it is worth noting

that this pension scheme is spread all over the world,

especially in the developed countries, and that the

World Bank Report (World Bank, 1994) also refers to

it. In the World Bank's framework, "occupational

plans" are classified as one of three alternatives of

"financing and managerial arrangements" of old-age

security systems. The other two alternatives are

"public PAYG plans" and "personal saving and annu-

ity plans" (World Bank, 1994, pp.8-9). The World

Bank admits that either plan, occupational er per-

sonal saving, can be used in the mandatory privately

managed funded pillar (Pillar 2). The voluntary

pillar (Pillar 3) can also have a form of whichever

plan, occupational or personal saving plan (World

Bank, 1994, pp. 15-16),
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 Therefore the Romanian occupational pension
scheme does not constitute Pillar 2 but Pillar 3 in the

World Bank's framework because it is not mandatory

but optional. It means that the Romanian pension

reform has started from Pillar 1 and then is now

going to Pillar 3 leaving the building of Pillar 2

unfinished. This sequencing of the reform is unique

for Romania compared with the Czech Republic,

Hungary and Poland.

 As the structure of the planned occupational pen-

sion scheme in Romania is not clear until now, we

cannot fully compare it with the American, British,

French, German, Japanese or Swedish version of

occupational pension. However, if we pay attention

to the point that the Romanian occupational pension

can be set up by a collective agreement at company

level, it is not similar to French and Swedish versions

which are set at every nation-wide occupational

group, but similar to American, British, German and

Japanese versions, which are set up independently by

every company as a welfare service within a company

(KNKRK, 1999, p. 459).

  Here it is worth noting that the recent shift of the

discussions in Romania was driven by the pressure

from trade unions22). They are eager to secure their

stake in the system building and it is affecting the

process. This is also a unique character of Romanian

pension reform23). How much can a trade union exer-

cise its power in the management of occupational

pension scheme in a company will be the most critical

point of the system. Anyway, to build a healthy

occupational pension scheme we need a grand and

detailed law like ERISt`1 in the USA. We must wait

and see the law-making process in the future.

3.7 Lirnitations on the dev' elopment of the funded

    pension system

 The pension funds, irrespective of their form, might

           Table 14.
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cause an increase in savings, development (and even

revival) of the capital markets and diversification of

the incomes of the retired persons. Such objectives,

however, can be achieved only if they are supported

by a functional and efficient market economy and a

rigorous, transparent but flexible supervision and

control system. Here we encounter a critical problem.

  Some researchers insist that the introduction of a

privately managed funded pension system will pro-

duce a modern efficient financial market even in a

country like Romania (Menil & Sheshinski, 2001, pp.

95-97) . Others think that such a pension system could

not be introduced without a well-developed financial

market. If we consider the behavioral characteristics

of Romanians in economic life and the situation of the

financial market in Romania, the latter thought is

plausible in the near future.

  Traditionally, the Romanians are very cautious and

take reasonable risks and that is why they have relied

on property and savings. The optional participation

in the private pension systems rather causes a defen-

sive and prospective attitude than a participative one

until the first results occur. Generally, the Romanians

base their idea of saving more on the principle of

"white money for black days" and less on the orienta-

tion by objectives (pension, health care, children's

financial support, etc.). The historical analysis of the

share of the savings in all incomes of each person/

household reveals that the low-income earners (that

cannot bear the impact of the financial risks) and the

elderly made major efforts to save. They save to

support their family (parents save for children), for

health care, possible accidents (as the present system

cannot even provide the minimum decent services),

etc. Their savings are based on sure, time-proven

instruments (incomes from real estate, hard currency,

gold or cultural values such as paintings, amounts

managed and guaranteed by the Savings Bank, etc.).

Share of Monetary Aggregatesi in GDP of Selected Transition Countries(%)

M12 Totalbroadmoney3 Total credit4

1996 1997･1998 1{995 19961997199819995 19961997 1998 19995

Bulgaria

CzechRepublic

Hungary
Poland

Latvia

7.4

28.4

15.2

10.9

12.4

6.510,2
25.422,2
14.715.2
13.913.5
14.115.2

1L5
24.2

15.6

14.4

15.2

44,423.927,929.3
68.168.567.471.5
36,435.640,340.7
33,541.243.547.9
19.722.524.224.2

34.517.4
61,964.4
22.924.2
17.220.4

7,38.9

16,3

62,6

24,6

22,9

13.7

17.2

58.9

26.2

25.8

15.9

Romania 7.3 5.04.7 4.2 20,818,319,320.2 19.2I4.8 13.4 12.7

Notes)

Source)

i=Averages of monthly or quarterly figtires.

2=Currency in circulation plus deposits.

3=M 1 plus time deposits in domestic currency and foreign currency deposits.

"=Total outstanding claims on firms and households(except claims on government).

5=January-November for Poland ; GDP data for 1999 are based on the preliminary report by

the national statistical office, or estimates.

 The UN, ECE, Economic Survttv of Eumpe, No. 1, 2000, p. 50.

1
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  260 EzaThe bank savings, investment funds, portfolio secu-

rities are rarely used instruments due to the market

instability and the painful experience in the last

thlrteen years (the bankruptcy of the Bank of Reli-

gions, of Transylvania Bank, of the FNI and SAFI

Investment Funds).

  The maturity of the financial market of a country

can be estimated by the share of monetary aggregates

in the GDP. Generally speaking, the more a country is

advanced in economic development, the higher the

share in the country becomes. The increase of the

share is closely connected with so-called "financial

deepening". According to Table 14, the financial

deepening in Romania has not advanced so much as in

other countries including Bulgaria. This suggests the

immaturity of the Romanian financial market.

  As for the immaturity of the Romanian financial

market, we can find much institutional evidence. For

example, privatization of banks is least developed in

Romania among transition countries. In 1998 the

assets share of state-owned banks in Romania was 74.

6%, whereas it was 66% in Bulgaria, 18.8% in the

Czech Republic, 11.8% in Hungary, 8.5% in Latvia, 48

% in Poland (Schroeder, 2001, p.90). Concerning the

security market infrastructure, no bonds were traded

in Romania as of 1998 whereas some kind of bonds

(including government bonds) markets including

OTC markets are settled in Bulgaria, the Czech
Republic, Hungary and Poland (Schroeder, 2001, pp.

114-115).

  In such a situation, it would be too optimistic to

think that the introduction of funded pensions will

produce a modern financial market in Romania2`).

           4. Concluding remarks

  The process of pension reform in Romania has

showed a different character than that of other Eur-

opean transition countries. Even the full reorganiza-

tion of Pillar 1 was delayed and was not accomplished

until March 2000. Pillar II has not been legislated

until now and the discussions are shifting to build

Pillar 3 as an occupational pension scheme, Can we

attribute this delay of the process to the social demo-

cratic oriented governments from 1990 to 1996 and

since 2000? Partly "Yes", because they relaxed the

entry conditions of pensions too much after the break-

down of Ceausescu's regime and deteriorated the

contribution-benefit structure of the Romanian pen-

sion system. They canceled, as a matter of fact, the

legal document on Pillar 2 after they won the election

of Nov. 2000 and shifted the course of the discussions

under the pressure of trade unions. The liberal ori-

ented governments from 1996 to 2000, however, can-

Mn
not shirk their responsibility for the delay. They

could not do anything but cope with the problems

around Pillar 1 and they could not accomplish the

legislation for Pillar 2 during four years in power.

Anyway they could not conduct a radical policy to

kill the inflation like the Bulgarian "currency board

system".

  We must pay more attention to the fundamental

conditions of the Romanian economy. The poverty in

Romania is severer than in Central European transi-

tion countries because of Ceausescu's legacy and the

historically developed structure of the ecenomy in the

last century. Therefore the range of the problems that

Pillar 1 must cover is wider and the structure of

poverty of retired people is more complicated than

the World Bank's framework anticipates.

  The experience of Romanian pension reform
arouses a problem of whether a funded pension

scheme of any form is feasible in a country like

Romania, Romania is a country where economic and

social hardships are coped with naturalization and

in-formalization of the economic life of the people.

How to build a modern network of financial interme-

diaries in such a country is the crucial problem in

order to set up a secure funded pension scheme.

         (Seinan Gakuin Univesity, Japan and
         Institute of National Economy, Romania)

  Notes
  1) The paper is part of the academic Project on

Intergenerational Equity (PIE) , funded by a scientific

grant from Japan's Ministry of Education, Culture,

Sports, Science and Technology (grant number 603).

  2) Vasile wrote 3-1, 3-2, 3-3, 3-4, 3-5, 3J7, Uegaki

wrote 1, 2-1, 2-2, 2-3, 3-6, 4. The authors would like

to thank the following persons who accepted their

interviews ; Paula Apatean (Minisitry of Labor and

Social Solidarity, Romania), Stephane Cosse (IMF,

Bucharest), Petre Ciotlos (President of National

House of Pensions and other Insurance Rights,
Romania), Smaranda Dobrescu (President of the
Labor and Social Protection Committee, Chamber of

Duputies, Romania), Ion Glodeanu (Institute of Soci-

ology, Bucharest), Ioan Marginean (Institute of the

Research for Quality of Life, Bucharest), Cristina

Mihes (ILO, Bucharest), Maria Poenaru (Institure of

National Economy, Romania). Opinlons and views
expressed here are the authors' own, not those of the

institutions they belong to.

 3) After the triumph of the liberal oriented gov-

ernment in the election of Nov. 1996, the World Bank

approved a US$50 million "Social Protection Adjust-

ment Loan" which would help, among others,
Romanian pension reforms (Press Release of the
World Bank, New Release No. 97/1373 ECA [http://
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www,worldbank.org/html/extdr/extme/1373.htm]).

 4) The old-age dependency rate of Romania in
1985 was 27.5% and 33.6% in 1999 (ASR, 2000).

 5) According to "the Law on the Public Systern of

Pension" (No, 19/2000), the age Iimit for pensions

will be raised from 62 to 65 (men) and from 57 to 62

(women) gradually during the period of 2001 to 2013

(men) and 2001 to 2021 (women) (Annex no. 3).

 6) Menil and Sheshinski write "Ceausescu's pro-

motion of population growth (abortion was outlawed

in J967) did not, as might have been expected, result

in an increase of the prime age population in the

1990's. Many of the additional young people born in

the 1970's and 1980's appear either to have died or to

have emigrated right after the fall of the regime"

(Menil & Sheshinski, 2001, p. 99). Some parts of this

explanation are clearly incorrect and at the least they

overlook the long-term effects of Ceausescu's policy.

  7) The significant figure is also different.

  8) As for the number of pensioners, it increased by

45.5% between 1990 and 1996 in Romania (2,570 thou-

sand to 3,740 thousand ; social insurance pensioners

excluding farmers). Menil and Sheshinski attributed

this astonishing figure to "reformed communists' lib-

eral use of advantages granted to special interest

groups" (Menil & Sheshinski, 2001, pp.69-70). Here

the "reformed communists" mean the people in power

headed by President Iliescu until 1996. Considering

figures in other countries, the conditions to enter the

pension seems to have been interpreted very "liber-

ally" in Romania. In the same period the number of

pensioners increased by 18.6% in Hungary, 29.5% in

Poland, and 3,3% in the Czech Republic (Mueller,

1999, p.64, p. 97, p. 130).

  9) Data of Poland for 1994-1996 are missing from

the data series of the ILO.

  10) In 1996 expenditure for "survivors and inva-

lids' benefits" was 1.14% of GDP in Romania, whereas

3.42% in Hungary and 2.5% in the Czech Republic

(ILO, 2000). We must note that per capita GDP of

Romania is much smaller than that of Hungary and

the Czech Republic.

  11) Other data sources indicate that the budget of

state pension fell into deficit after the change of

government in the end of 1996 (ASR, 2000, Table 17.

3).

  12) The rate was 40.0% in 1997 and 36.2% in 1998

in Romania (Grigorescu, 1995, p. 25).

  13) The raw became effective one year after
(April 1, 2eOl).

  14) We must note that the average wage asa
basis of the calculation is not a definite variable.

  15) To that amount one should also add the addi-

tional pension (whose size for a 25-year contribution

period accounted for 16 percent of the pension calcu-

lation basis) and a O.5-1 percent increase for each
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working year after the retirement age.

  16) The non-application of Article 180 was
related to the technical problems of setting the point

value for each pensioner, The specialists believe that

the estimation of the "contribution history" could last

several years,

  17) As for 2002, see AE, No. 6, 2002, p. 14.

  18) The former president of the Central Bank of

Romania.
  19) After the issue of the Ordinance a leading

economic journal Adevarul economic published an
article to explain about the "universal pension fund".

It contains problems such as, "Who administrates a

universal pension fund?", "How to constitute a uni-

versal pension fund?", "What is the task of the

Commission of Regulation and Supervision of Pen-

sion companies ?", "What kind of right and obligation

do the contributors have ?", "What kind of guarantee

do Fund members have ?" and so on. AE, No. 1, 2001,

pp, 13-14.

  20) The following explanation is based on the

personal inforrnation of Romanian experts and offi-

cial documents gained by the author.

  21) The tasks of the National Commission for the

pension fund (autonomous public institution) are : to

protect the interests of the pension fund members ; to

ensure the prudential supervision of the pension orga-

nizations, pension funds, annuity suppliers and custo-

dians;to inform the public on the pension fund
market; to ensure the functioning of the pension fund

system;to work out regulations concerning the
activity of the entities that offer services to the funds.

  22) Dumitru Costin, President of National Block

of Trade Unions of Romania, declared, "the National

Block of Trade Unions has been standing in opposi-

tion to the promotion of pension reform by introduc-

ing Pillar 2 as a form of mandatory contribution,

individual account, and private administration", The

NBTU proposed occupational pension scheme (AE,
No, 15, 2002, pp. 10-11).

  23) "It is interesting to note that, nowadays,
unions in all three countries [Hungary, Poland, and

the Czech Republic] seem to agree with the govern-

ments' reform plans, even when they are as radical as

in Hungary and Poland", (Mueller, 1999, p. 173).

  24) Hermann Ribhegge (1999) compares PAYG
system with the Fully-Funded system in a theoretical

perspective. It reads "There is little to be gained if the

introduction of the FF system strengthens capital

accumulation, while at the same time the government

increases future taxation in line with its rising debt

today" (p. 76), Especially he emphasizes, "The idea

that the FF system has a positive effect on labor

supply relies on a positive price elasticity of labor

supply. Also, notional labor supply must equal effec-

tive labor supply. This last assumption does not seem

1



  262 Eesto be applicable to the countries of Eastern Europe,

where high unemployment persists" (p. 74).

                  References

AE [Adevaral Economic], Bucharest, [a weekly eco-

  nomic journal].

ASR [Romania, Institutul National de Statistica,

  Anuaral Slatistic al Romaniei], 2000, CD-ROM
  version covering the data of 1990-1999.

Chiritoiu, Bogdan M. (2001) "Pasind cu greutate

  Reforma pensiilor in Romania," Etzrly W2zming
  Report [Societatea Academica din Romania pentru

  Programul Natiunilor Unite pentru Dezvoltare],
  Spring, 2001 [http://www.policy.hu/chiritoiu/],

        (2001b) "Reforma sistemelor asistenta
  sociala starea de fapt," [http://www.policy.hu/
  chiritoiu!].

        ' (2002) "Risky social security funds manage-

  ment", [http://www.policy.hu/chiritoiu/].

(interview with) Dobrescu, Smaranda (2001) "The

  pensions of the new generation," PRiMM : T;lze

  Mcrga2ine of the insurance Market, No. 11-2/2001

  [http://www.prim.ro/prim/archive/2001.2/the
  pensions.htm].

European Round Table of Industrialists (2000) Euro-

  Pean Pension An APPeal for Roorm, Rension
  Schemes that Eumpe can Really Afford, Brussels.

Fultz, Elaine and Ruck, Markus (2001) Re}forma
  Pensiilor in Europa Centrala si de Est: O revizie

  recenta referitroare la restructurarea caselor
  nationale de Pensii din lan'le selectate, Oficiul Inter-

  national pentru Muca, Grupul de lucru pentru Euro-

  pa Centrala si de Est [ILO-CEET], Budapest, pp.

  1-23.

Government of Romania (2000) Action Plan for
  Governmental Pragram for the year 2000 and
  2001-2004 Pen'od, Bucharest, pp. 1-35.

Grigorescu, Constantin (1997) "Reforma sistemului

  de pensii din Romania, Cerinte si optiuni," Studii si

  cercelan' economice [Institutul National de Cer-

  cetari Economice], Nr. 4, 1997, pp. 1-100.

        (1998) Change in Romanials P}vtblic Rension

  Slystenz, Center of Economic Information and Docu-

  mentation, Bucharest, pp. 1-22.

        (1999) "Tranzitia si Criza Sistemului de

  Pensii," thobleme economice [Institutul National de

  Cercetari Economice], Nos. 24-25, 1999, pp, 1-74.

ILO (2000) international inqui7y into the Cost of

  Social Security 1994-1996, Geneva, Webpage of
  ILO, [http://www.ilo.org/public/english/protec-

  tion/socsec/publ/css/],

Kligman, Gail (1998) 711ie "Flolities of Dmplicily,

  Controlling Reproduction in Ceausescu's Romania,

  University of California Press, Berkeley, pp, i-xv+

  pp. 1-358.

M ee
KNKRK [Kousei Nenkin Kikin Rengou Kai=
  Japanese association of welfare pension funds]

  (1999) ]Rension Systems Overseas (in Japanese),

  Toyo Keizai Publishing, Tokyo, pp. ii-xxviii+pp. 1

  -642.

Lindeman, David, Michal Rutkowski, Oleksiy Slu-
  chynsky (2000) 7-;Pie Evolution of Rension Systems

  in Eastern Eumpe and Centml Asia : QPPortunities,

  Constmints, Dilemmas and Emerging Practices, The

  World Bank, Washington D. C., pp. 1-56.

Magirescu, Daniela (2001) "Pensionarii si Pensia

  Medie in Romania", injbS714T, No. 9. pp. 20-22.

Marossy, Annamaria (2001) "General Overview of

  the Hungarian, Czech and Polish Pension System",

  in OECD (2001), pp. 183-200.

Menil, Georges De, and Eytan Sheshinski (2001)

  "Romania's Pension System: From Crisis to
  Reform, in OECD (2001), Paris. pp. 65-118.

Mueller, Katharina (1999) T;Vze Pblitical Econonay of

  Rension RqX?)rm in Ceniml-Etzstern Etzrope, Edward

  Elgar, Cheltenham, UK., pp. 1-222.

Mueller, Katharina, Andreas Ryll and Hans-Juergen
  Wagner (eds.), (1999) Tbuanstiormation of Social

  Secun'ly : Plansions in Central-Edestern EurQPe,

  Physica-Verlag, Heidelberg and New York, pp. 1-

  305.

OECD (2001) Pn'vate Rensions Co?deience 200a
  insurance and Iilensions, Paris, pp. 1-449.

Ribhegge, Hermann (1999) "The Controversy
  Between the Pay-As-You-Go System and the Fully-

  Funded System in Old-Age Security," in Mueller,
  Ryll and Wagner (1999) pp. 61L77.

Schrooten, Mechthild, Timothy M, Smeeding and
  Gert G. Wagner (1999) "Distributional and Fiscal

  Consequences of Social Security Reforms in
  Central-Eastern Europe," in Mueller, Ryll and
  Wagner (eds.) (1999), pp.275-289.

Schroeder, Michael (ed.) (2001) T;lze IVlew CtiPilal

  Markets in Central and EZzstern Eumpe, Springer,

  Berlin, Heidelberg, New York, pp. 1-518.

Ticlea, Alexandru & Constantin Tulfan (1994) Ptn-

  siile si alte dmpturi cte asilguran' sociale, Casa de

  editura si presa "Sansa" -S. R. L., Bucharest, pp. 1-

  229.

Tlm'buna Economica, Bucharest, [a weekly economic

 journal].

UN, ECE (2000) [United Nations, Economic Commis-
  sion for Europe], Economic Survay of Europe, 2000,

  No. 1, New York and Geneva, pp. 1-242.

Vasile, Valentina (2002) Demagmphic 7'7ansition and

  Eiconomic Thransition interlinleing and jPkemllel-

  ism : 7';lze case of Romania, Discussion Paper no 65,

  IER, Hitotsubashi University, Tokyo, pp. 1-48.

World Bank (1994) Averting the Old-Age Cn'sis :

  Pblicies to Protect the Old and Promote Growth,

  Washington, DC, pp. i-xxxiii+pp. 1-402.



Romanian Pension Reform in Comparative Perspective 263

Zaman, Gheorghe and Valentina Vasile (2001) inter-

 generational Problems in Romania with a SZ)ecial

  View on Pension System Roorm, Discussion Paper

 no. 20, IER, Hitotsubashi University, Tokyo, pp. 1-

 50+16 appendixes,

All the legal documents are quoted from the Inter-

net Database of the Ministry of Justice of Romania

[http://domino2.kappa.ro/mj/superlex.nsf].

Romanian diacritical marks are omitted,

/

/

'


