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Abstract: The National pension system, in the light of ma&oonomic and financial transactions that
take place today, can be challenging, through tficwties that they create and the solutions that
they offer. This paper is a comprehensive studyhenpublic pension system in Romania facing the
current global crisis, based on local case stutfiean attempt to identify the main gaps and to
propose viable solutions. The obtained resultsbaeed on multifactorial analysis at local level, by
personal processing of relevant data, the evolaictiyity collected from a county pension facility
that meets the characteristics of the retiremensipa system nationwide.

Keywords: public pension system; employment; social secustycial security budget, pension
reform

JEL Classification: G23, J68

Part Il

3. The Analysis of the Public Pension System Based Indicators - A
Case Study from Braila County Pension House

The Braila County is part of the economic developiie the South-Eastern region
of Romania, its population represents about 13%0Ating to the existing data in
2005, the active population (of age) in the Sowth&egion was 43.7% - slightly
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below 45.5%, as it was the national average - hadedgion's employed population
was 36.1%, and in Braila was 34%, also below tli®nal average, 38.8%.

These features of the South-East area, as wehesldévelopments in the local
economy are reflected in the changes of valuesowfesindicators of the public
pension system at the Braila county’s level, of chhihe first part of this article
were analyzed quantitatively and qualitatively, tluenber of policyholders and the
main beneficiaries of state social insurance buydge¢ developments and
correlations.

3.1. State Social Insurance Budget Execution at LatLevel

In Table 14 there are presented the budget execdéta for the period 2006-2010.
The necessary expenditures of the state sociatanee system at the level of
Braila County have exceeded the revenues each geding the exercise with a
deficit. The deficit increases from one year totheo and in 2009 it exceeds the
revenues. We have identified as causes the avbesmi® on modest tax at the level
of the county, the disadvantageous ratio betweemtimber of taxpayers and the
number of beneficiaries, the coverage degree ocoedirto decrease the social
insurance system in the county and the decreadledtoan rate (Table no. 15).

Among individual policyholders there is a large raenof people who pay late or
no social security contribution. If the insured anccontract may have their
contract terminate automatically for non-contribuatisix months in a row, the
debts of insurance policyholders must be pursuet rapossessed. In late May
2010, according to CJP Braila databases, 1309 mendded with the contract,

which reported back payments totalling 284,17&les accessories totalling 9968
lei, and among policyholders with insurance detianathere were 1103 debtors,
with a total debit of 1,290,082 lei, plus total essories of 922,419 lei.

Table 14. Implementation of State social insurancbudget at CJP Braila in 2006-2010
lei

Years

Indicators 2006 2007 2008 2009 | 2010
(I* trimester)

Total revenue -,
of which
Employer

contributions, 124546054| 145366077 191853846 197981169 47350964
including:

- Social security

contributions owed by

185032966 220522350 2905914832 313560610 70723199

122604525 143566973 190301710 192810533 43844825

1 OIR POSDRU SUD-EST Site, http://www.fsesudest.rezFReg-SE.pdf
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employers
- State social
Insurance 1941529 | 1799104 1552136 5170636  35061B9
contributions owed by
unemployed persons
- Contributions of -\ o /01579 | 73611239 97634505 107152687 24975505
policyholders
- Contributions due | poeresne | 6936163 91623853 99499117 22601877
from policyholders
- Contributions of | 950005 | 4049603 6010652 7653570 2394055
other policyholders
Reimbursements from
social insurance 0 0 0 0 -19927
contributions
Non-tax revenue 1002633 1545034 1103081 8426754 -1603270
Expenditure — | 00004085 361876061 529739448 631602626 168270556
total, of which:
Insurance and soci | /501 9-6| 355089305 520132406 623525809 166302630
assistance, including
-Pensions and | 040707811 351025100 513878509 616979430 164312892
benefits for old age
- Social asglstance in 36704 1303 0 0 0
case of illness
- Social assistance fof - pooe 44361 33950 0 0
family and children
“Aid for survivors | 3998896 | 4918532| 6219947 6545879 1989788
Personnel costs | 1694050 | 1732363| 3892743 2039544 488185
Expenditure on goods  yq555 4093633| 5602483 6189646 1536108
and services
Capital expenditure 4878 60760 344281 0 0
Payments made in
previous years and 0 0 232555 | -151873 56427
recovered in the
currentyear
Surplus / Deficit | -101861119 -141353711 -239148016 -318042016 -97547357

Source: Annual Accounts for the implementatiortatessocial insurance budget of the
CPJ Braila

19



ECONOMICA

DORevenue
800000000 'If P BExpengliture
600000000 pp— — .
i = = ODeficit

400000000 £ __ = = _==
200000000 ¥/ umsm | b=m | i=n = ==

-2E+08 F L |

4E+Q0 BEm—m—m—_—,———————————

2006

2007

2008

2009

2010

(trim.

1)

Figure 5. The evolution of revenue, expenditures and ofate social
security budget deficit at CJP Braila during 2002010

CJP Braila

Table 15. The collection degree of social insuran@®ntributions owed by the
employers and the insure:

Indicator Years
200¢ 2007 2008 2009 2010
(trim.1)
Revenues from
employers under the
CAS budget execution 12260452 | 143566973 190301710 1928105331384482!
(lei)
Income owed by
employees according to| 13383906 | 161035439 207617480 220381907/5194573.
CAS reports (lei)
Cashing the CA!
employees according to L 4
the budget execution 194152! 1799104 1552136 5170636 350613
(lei)
Revenue owed to CA
employees according to 234721 2072506 1955023 6937756 312862:
nominal records (lei)
Cashing CAS employees$
under budget execution| 56555751 | 69361636 91623853  994991172260137
(lei)
Income owed from CAS
employees according to| 6377106' | 78648733 102326818 1122687522639907.
reports (lei)
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Collecting degree CAS ]
employer (%) 91,6 89,2 91,6 87,4 844

Collecting CAS

collection unemployed 82,7 86,8 79,4 74,5 1121
(%)
Collecting CAS 88,7 88,2 89,5 88,6 856

employee (%)

Source: C.J.P. databases Braila, own calculations

3.2. The First Developments in the Local Private Resion System

Concerning the participation of policyholders to Pillar I& mendered in Tables 16,
17 the evolution of the number of "valid" participants, éhésr which transfers
were made for mandatory private pensions. The nunmfbgarticipants per month
is oscillating, whereas the contribution to the paymemRilbdir Il is conditioned by
the presence of the insured under the nominal statsmeade by employers. The
coverage degree of the mandatory private pensiotersyscalculated as a
percentage of the "valid" participants to Pillar 1l in theakonumber of
policyholders who were registered in CJP Braila (Tabkel.2 + rd.6 + rd.8) is
below 60%. The value of coverage degree has a modesase from one year to
another because of the new number entrants under IRillar law, is annihilated
by the number of people for which the contributionnzdirbe transferred, because
it is no longer in the category of insured in the publiegaty.

Table 16. The evolution of insured in Braila countyto ensure that contributions are

paid to Pillar Il
Months
Year > = B 3 5 5 5 °
s g 5 = z 2 = ES £ £ £ £ g
s < =1 2 = [}

SLE |2 ST 72 ss8]2]& <

2008 - - 42793 | 43282 | 43242 | 45036 | 43983 | 44222 | 44919 | 44788 | 44624 | 44588 | 44148
2009 | 42977 | 43869 | 43837 | 43802 | 44033 | 43901 | 43553 | 43672 | 43872 | 43423 | 43310 | 43024 | 43606
2010 | 42924 | 43335 | 43212 : : : : : : : : : 43157

Source: C.J.P. Databases Braila
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Table 17. Evolution amounts transferred to Pillar Il for policyholders in Braila

County

lei

Months
> = g 5 3

Year § g ks z > 2 = g % £ é %

& g 2 < = 3 = 3 2 3 2 g

s @ 3 o 2 <
2008 - 784458 | 851206 | 834640 | 919572 | 930541 | 903511 | 911681 | 1007262 | 981548 | 1062502
2009 | 974414 986410 [ 1022537 | 975595 | 956727 | 958107 | 976527 | 959824 | 950572 | 977405 | 915838 | 681370

2010 | 1145641 | 1172452 | 1193706 : : : : : : : : :

Source: C.J.P. Databases Braila
Table 18. Average number of
policyholders for which the
contribution was paid to Pillar 11
according to their age

Table 19 The degree of covering Pillar Il

(%) policyholders of Pillar Il of the total numbef

(persons) insured
Year Age categories
up to 35| over 35 years Year Degree of Coverage
years
including
200¢ 2696: 1718t 200¢ 55,4
200¢ 25081 1852t 200¢ 56,€
201C 2289: 2026t 201( 57,2

Source: C.J.P. Databases Braila forSource: C.J.P. Databases Braila for 2010, data
2010, data from the first quarter from the first quarter

3. Conclusions and Solutions having a Local and Nianal Impact

Reforming the pensions in Romania has been a long pro¢ésansformation and
optimization passing through several stages of regulatmmending and
supplementing or repealing certain provisions that intetalég the foundation of
a sustainable pension system, which meets the recgriterof society and the EU
objectives.

The state social security system at the level of thzed county keeps the main
features of the system at national level in terms of Ismainber of insured
compared to the employed population, the lack of effedtiats to bring more
insurers into the system, the frequency of early retilmaaintaining their age
retirement at a low level, the presence of weak |alpvarket of people aged over
60 years, the indiscipline of employers and insuredatiopay their obligations to
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the budget. They are the main factors determining thiatenance of a sub-unitary
ratio between the number of employees and the nunfbesticees, considering
only the pensioners that are paid from the state soaatdance budget. 2005 year
has brought an improvement in this report, outsourcindpénefits and shifting the
task of state budget pension from the former systefarmers’ social insurance.
The improvement of this report continued in the yedrsconomic growth, 2006 -
2008, before lowering again since 2009. This and tladysis of the number of
taxpayers and pensioners, prove the link between adondevelopment and
improvement of input and output, and thus of the patars of the state social
insurance. The small degree of coverage of the popultgien by the state social
insurance system is recorded throughout the county idnhas declined
continuously, even in the years when employment hasased, because a large
proportion of workers in categories other than emm@sykave not paid off the
obligation to ensure. Depending on further professialeaelopment, there are
future potential "candidates” to the minimum income provigiedocial protection
system. Their monitoring is impossible, since this wdadddone by a computer
system that includes national database that does isbiagxhe moment.

If we relate the Romanian pension system to the 11 amnwobjectives set by the
EU Member States by adopting the open method of coordinatie can draw
some conclusions about the evolution of public pensystem's reform.

Objective 1 preventing the social exclusiomeans providing a decent living style
for the elderly. In the period 2003 - 2006, the poveaitg of pensioners has halved.
However, approximately 46.6% of the retired of stateiadansurance have the
amount of the pension under the average gross spé&rgconomy, where we
concluded that this objective was not achieved. This situatiorsened in 2010,
with the measures to reduce the amount of retirementfitieniaken by the
Government.

Objective 2is to maintain the living standards after retirement, giems, by
accessing to public and/or privat€he average pension of state social insurance is
located below the gross minimum wage in the economg0@8 and slightly
exceeds the amount in 2009, it is below half the avechggoss wage. In late
2007, some 955,000 retired of state social insura®@e&6%), the pensions were
below the minimum net wage in the economy about 3.2%,aperoximately
150,000 people had pensions less than half the miniwame, in September 2008
their number doubled. The replacement rate compaittdaverage net earnings
fell to 43% in 2002 to 38% in 2007, returning to a vadfi@pproximately 44% in
2009. In the EU, it is recommended the replacement oat&0%, currently
impossible to achieve in Romania because of the iglo dependency ratio in the

! The idea of targeting the objectives was inspirgdFit, 2009)
2M.M.F.E.S., I.N.S. (2007). Romania: Raport de eaat a sriciei. November 2007.
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public system. (Presidential Administration, 2009) Amaig these data, this
objective cannot be fulfilled.

Objective 3promoting inter and intra-generational solidarjtis also questionable,
given the demographic tendencies and projections focdh@ng years and also
the continuing increase of the foreign debt.

Objective 4the increase the employment raestill far from being achieved, if we
take into account the statistical data showing the dseren the labour force and
employment rates and the rise of unemployment. Tleen® iimmediate practical
solution for this situation to improve, especially in theremmic crisis that we are
going through which had a major impact on unemployment

Obijective 5refers to theextension of the active perioth legal terms the age of
retirement has been increased and it will reach 6Gsyfeamvomen and 65 for men
by 2014. Contributory periods have also been increts8@ years for women and
35 men. But practically, the excessive early and disabietirement, many of
them believed to be illegal, determine the actual averdigermnent age to be below
to that provided by law, according to the data of vargiudies is of 54-56 years to
less over 60 years. According to Eurostat, RomaniadsEtJ country where the
employment rate of people aged between 55 and 64 elidpp most from 2001 to
2008. Also, the employment rate of people in that agemin 2001 decreased
from an average of 48.8% in 2001 to an average3af% in 2009 (average over
the first three quarters) while the 35-54 years adegoay for the same period,
employment rates ranged from 76.8% to 74'8%iven these figures, analyzed in
correlation with the number of early retirements, wancd consider this goal
being achieved.

Objective 6 insuring the financial sustainability of the pensisystem would
mean in particular the improvement of the collecting degreducing arrears.
Since 2008 the budget registered growing larger defasit the future projections
are not more optimistic, if we consider the fact that thpeddency ratio of people
aged over 65 is in an accelerated growth. Accordingvtold Bank studies for
Romania, by 2050 the revenues for pensions will reath 4% of GDP, while
expenditure on pensions will reach 9.6% of GDP. The otgiuation and future
projections do not allow considering this goal achieved.

Obijective 7 adjusting benefits and contributions in an equitablanner Benefits
and contributions in the public system in Romania arerothed by two key
parameters, pension point, and respectively, the rateowmtribution, both set
annually by the state social insurance budget law; tiginges may be annually
established or even more frequently. The contribution t@atéhe state social
insurance budget had a downward spiral during 20@8-20hd increased in two

1 AMIGO Statistics.
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consecutive instalments in January and February 200%te fundamental point
of retirement has gone through many inconsisten&eth methods of correlation
and substantiating these parameters and their long-tederteies are unclear, so
that this objective is uncertain.

Objective 8relates to ensuring an adequate and solid pensimtesn from the
financial point of viewIn Romania there was created a legislative frameviark
the operation of private pension funds. Basic rules esmmon with other
European countries which adopted similar systems. Toet geriod that has
elapsed since the system began to operate does not aftnwdation for future
projections in terms of tendencies, thus this objecti&e enly be considered
fulfilled only from the view of insuring a legal framevkofor the operation of
private pension systems.

Objective 9of the EU,the creation of pension systems compatible with the
requirements of flexibility and security on the dab marketcan be considered
fulfilled, as far as providing the legal framework for tingplementation of the
current European regulations.

Objective 10regardsthe revision of pension system in accordance whih t
requirements of equal treatment between men andewghn this time, this target
is not reached and it remains unclear whether the regign law, which will
enter into force on 1 January 2011, will introduce eqetinent between women
and men regarding the retirement age.

Objective llrelatesto the development of transparent, predictablexilfle and
adaptable to new realities pension systethese features should lead to increased
confidence in the national pension system. From an utistial viewpoint, things
are relatively solved in terms of involved structures #@n&ir duties, applying the
model developed in collaboration with the World Banlkall European countries
that have reformed their public pension systems. Regarthie parameters, the
party that interest the taxpayers and beneficiaries tret, rtiee developments are
unclear and unpredictable. So that is why not everotsexctive can be considered
fully achieved.

As a conclusion the objectives proposed to reform thsigersystem in Romania
have not been generally achieved, even in terms ofdedalata or that of public
perception. According to our analysis we can conctbhdé most issues arise from
unbalanced financial system, between revenue and ekpendvidened in the
context of global financial and economic crisis, poorniaiged in our country.

Few feasible opportunities to increase revenue of the statal insurance budget
would be:

e an increase in social security contributions, which weesl usser time,
exceeding the levels in most EU countries, so it isratesirable solution;
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e an increase in tax basis of the contribution, that canathieved by:
increasing the number of employees by creating jab&yoincreasing
wages, but both require a solid economic growth arglribt a short term
result; efficient identification of persons have an géfiion to ensure;
attracting new categories in the system; reducing the pteman of
“illegal labour" or "in between" (including the declaratidraovage below
the real one);

* anincrease of revenue collecting degree;

« ademographic policy based on increasing the birth rate.

Ways to reduce costs may include:

« stimulating activity to old age;

* raising the retirement age;

* increasing the insurance length necessary for retiremen

» harden and a more strict control on the conditionkiwispecific categories of
employment;

* reducing the conditions for early retirement;

« the introduction of equity in Romanian pension systertatyy in order to prevent
granting privileges from the public money, the integratadnspecial pensions
system in the public system.

Also, for a better management of the computerized resgstem it is useful the
introduction of general computerized records in thesjmen system and the
creation of a system of monitoring, analysis and polictheasphere of pensions,
the establishment of national databases in order to tlaae evidence of people
that are required to ensure, the corroboration afksecurity system with other
systems in the field of social insurance.

State social security system aims at providing the ceplent income if it occurs
in people's lives the disease, disability, old age, de@th it should not be

considered as the only and most important tool to fightiyvEhe most effective

ways in line with the EU are to stimulate employmeatincrease the degree of
education and training the population, in order to guaraatéecent minimum

wage.
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