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Abstract: The evolution of Romania’s pension system has followed a complex and often inconsistent
legislative path, beginning with two unimplemented laws, and later progressing to the introduction of a
multi-pillar system. Initially accompanied by optimism, the momentum behind pension reform soon faded,
resulting in significant delays in implementing crucial requlations, such as the law on the guarantee fund.
It was not until 2020 that substantial progress was made with the introduction of laws on occupational
pension funds and the pan-European personal pension product (PEPP). This paper aims to assess the im-
pact of Romania’s evolving legislative framework, including secondary regulations, on the private pension
market. Additionally, the paper examines the broader transformations and challenges facing the Romanian
pension system, focusing on demographic shifts, socio-economic factors, and policy decisions that have
shaped its current state. Key issues such as early retirement, the inclusion of low-contributory groups, and
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untaxed activities are analysed alongside the supply side of the market, including public, mandatory, and
voluntary pensions, as well as occupational schemes. The implications of PEPP and strategies for financing
the transition to a more sustainable system are also explored. By addressing these critical aspects, the paper
provides a comprehensive analysis of Romania’s pension system and suggests actionable steps for improv-
ing its long-term sustainability and efficiency.

Key words: multi-pillar pension system, public policy, social contributions, pan-European personal
pension product, adjustment policies, legislation and private pensions, guarantee fund.
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Introduction. Legislative Foundations for the Introduction of the Multi-Pillar Pension
System

The introduction of the multi-pillar pension system in Romania was marked by numerous
preliminary legislative attempts that struggled to establish a coherent framework for private pen-
sions. One of the earliest initiatives was the 1999 (Government of Romania, 1999) draft law on
universal pension funds, which aimed to expand the domestic financial market. However, the
novelty of the field and the limited expertise of decision-makers led to complications. The draft
was sent to the Committee on Labour and Social Protection for further deliberation, with only an
advisory opinion requested from the Budget and Finance Committee, complicating the legisla-
tive process due to divergent views between the committees.

The Isarescu Government, to overcome the deadlock, intervened in 2000 with an emergency
ordinance to expedite the process, yet political changes and a shift in parliamentary priorities led
to the repeal of this ordinance shortly thereafter. Following the shift in parliamentary majority
after the legislative elections, Emergency Ordinance No. 230 of 24 November 2000, concerning
the organization and operation of universal pension funds (Government of Romania, 2000), met
a similar fate. It was repealed just a month later “in order to bring certain regulations adopted by
Government ordinances and emergency ordinances into line with the Government Program ac-
cepted by Parliament at its sitting of 28 December 2000” (Government of Romania, 2000).

Despite these setbacks, many provisions from the initial legislative efforts reappeared in the
2004 law regulating privately administered pension funds (Parliament of Romania, 2004), which
eventually formed the foundation for Pillar II of the pension system. Key elements included com-
pulsory participation, temporary accommodation based on proximity to retirement age, institu-
tional roles, investment policies, pension annuities, and regulatory oversight.

Nevertheless, early proposals for private pension contributions were notably higher than
those in subsequent legislation, with contributions initially set at 10% of gross salary and man-
agement fees capped at 12%. The 2004 law on occupational pensions further illustrates the po-
litical challenges, with initial efforts to establish a supervisory framework being undermined by
inconsistencies in regulatory design and political instability. The eventual repeal of this law in
favour of new voluntary pension legislation highlights the difficulties in establishing a stable and
sustainable private pension system (Parliament of Romania, 2005a).
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1. Demographics and the Sustainability of the Public Pension System

The paradigm shift and challenges surrounding the sustainability of Romania’s public pen-
sion system are deeply influenced by the country’s evolving demographic trends. Romania is
experiencing a significant decline in the younger population (under 20), a shrinking working-
age population, and persistently low birth rates. These demographic changes have far-reaching
consequences for the labour market, pension system, social services, and broader socio-economic
structures, including family and community life.

Figure 1: Evolution of the age pyramid for Romania’s population between 1968 and 2025 (for 2025, estimates)

2004 2025 *
Source: https://population.un.org/dataportal/home?df=39067d47-8f7a-47a5-b6a7-b58e3cf8a01d; https://insse.ro
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The declining number of young people signals an aging population base, which could lead
to a labour force shortage in the future. This trend is further exacerbated by low generation-
al renewal rates. In a modern economy, this shrinking workforce could strain sectors that rely
on youthful and dynamic labour. Moreover, the reduction in the working-age population (20-
64 years) directly threatens the sustainability of the pension and social security systems. Fewer
workers must support a growing number of retirees, increasing fiscal pressures on the state bud-
get and potentially leading to deficits. Additionally, the aging population demands adaptations
in healthcare and social services to meet the rising needs of elderly citizens.

To mitigate these demographic challenges, Romania must adopt proactive policies, includ-
ing measures to boost birth rates, attract migrant workers to fill labour shortages, and implement
reforms in the pension system. Investment in education and training is equally crucial to facilitate
adaptation to these new realities. This paper examines these demographic shifts in detail and pro-
poses solutions to ensure the long-term sustainability of Romania’s socio-economic framework.

Table 1. Evolution of the age structure of the EU population (%)

Age period 2000 2010 2020 2030 2040
0-19 23.1 21.8 20.7 19.8 19,5
20-59 55.4 54.4 52.4 48.8 47.1
over 60 21.5 23.7 26.9 31.4 33.4

Source: Eurostat

At the European level, similar demographic patterns are emerging, with decreasing pro-
portions of younger populations (0-19 and 20-59 years) and increasing numbers of individuals
over 60. This phenomenon, driven by declining birth rates and rising life expectancy, is further
complicated by the outward migration of young people seeking better economic opportunities,
exacerbating demographic imbalances. The pressure on pension and welfare systems is growing,
as the ratio of contributors to beneficiaries becomes increasingly unsustainable.
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Figure 2: Share of age groups in EU population (%)
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Source: Eurostat

Addressing these challenges requires comprehensive strategies, including family policies
to boost birth rates, labour market reforms to increase participation and productivity, and ad-
justments to pension and health systems to ensure long-term sustainability. Public health cam-
paigns promoting healthier lifestyles could also alleviate the burden of age-related diseases. At
the European Union level, coordinated efforts are necessary to support member states in imple-
menting effective reforms. Through collective action, Europe can ensure its social protection sys-
tems remain robust and adaptable to demographic and economic changes, securing a prosperous
future for all.

2. The Fundamental Framework of Private Pension Legislation

Amidst the various challenges faced in establishing Romania’s private pension system, con-
sistent efforts by specialists and policymakers resulted in the adoption of key legislation during
the 2004-2006 period. This legislation laid the foundation for the establishment, organization, and
prudent supervision of private pension funds. The first significant step was the enactment of the
law on privately managed pension funds (Parlamentul Romaniei, 2004). Although its title might
be misleading, as it primarily focuses on universal pension funds (the mandatory Pillar II of the
pension system), the law also introduces fundamental definitions and regulations for the broader
private pension framework.

Key aspects of the law include provisions related to pension fund resources, management
costs, participant rights, organizational structure, permitted investments, reporting obligations,
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and transparency. It also addresses the roles and responsibilities of pension fund administrators,
their authorization requirements, management contracts, conflict of interest regulations, and fi-
nancial supervision mechanisms. Further sections cover the responsibilities of custodians and
financial auditors, the marketing of pension funds, special supervision procedures, and the regu-
lations governing private pensions and pension providers.

Subsequently, legislation was introduced to regulate the specific authority responsible for
overseeing the private pension system (Government of Romania, 2005). This regulatory body, the
Private Pension Supervisory Commission, was tasked with authorizing administrators, oversee-
ing the system, and enforcing compliance. The commission was financed through fees for autho-
rizations and approvals, as well as monthly operational fees, and had the authority to impose
sanctions when necessary.

A year later, the Law on Voluntary Pensions was introduced (Parliament of Romania, 2006).
This law, distinct from the legislation governing mandatory pensions, was primarily focused on
voluntary pension funds (Pillar III), offering a more flexible regulatory framework. It expanded
the range of entities that could act as pension administrators to include investment management
companies and insurance firms. Additional provisions covered the authorization of voluntary
pension schemes, participant contributions, fund transfers, and the valuation of participant ac-
counts, among other key elements. Importantly, this law also reiterated the need for a Guarantee
Fund, which would compensate participants in case of losses due to the inability of pension ad-
ministrators or providers to fulfil their obligations.

However, despite the law’s clear stipulations, the Guarantee Fund was not established until
five years later, significantly delaying its protective role within the system. Similarly, the law con-
cerning private pension payments remains in draft form over a decade after its initial proposal,
leaving pension payments to be governed by fragmented and uncoordinated regulations.

In parallel, legislation covering occupational pensions (Parliament of Romania, 2020)
(Parlamentul Romaniei, 2020) (often regarded as a variant of voluntary pensions) was also enact-
ed. Although this law introduced specific regulations concerning the prospectus of occupational
funds and cross-border activities, it received limited interest, with only a few entities applying for
authorization. The claim that occupational pensions constitute a new pillar of the pension system
has been met with scepticism, as many of its provisions could have been integrated into existing
voluntary pension laws with minor adjustments.

Most recently, Romania adopted Law No. 65 of 27 March 2023, aligning national legislation
with EU regulations concerning the pan-European personal pension product (PEPP) and sustain-
able investments. This marked another step towards harmonizing Romania’s private pension
system with broader European frameworks (Parliament of Romania, 2023). Over time, the private
pension system has evolved through various amendments and regulatory updates, driven by
practical experience, alignment with European Union law, and the emergence of new supervi-
sory institutions, such as the Financial Supervisory Authority, which assumed the responsibilities
of the former Private Pension Supervisory Commission.

The pioneering nature of Romania’s primary legislation on private pension funds, coupled
with the country’s legislative tradition, necessitated the development of specific regulations
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governing various aspects of the system’s operation. For Pillar II, rules were initially established
by the Specialized Supervisory Commission and later by the Financial Supervisory Authority
(ASF). These regulations focused on the authorization of participating entities, covering ar-
eas such as the administrator’s share capital, management structure approvals, prudential as-
sessments of acquisitions, outsourcing of asset management, and the private pension scheme
prospectus.

Additional regulations pertain to membership in private pension funds, record-keeping,
contribution collection, and participant protection in cases of fund mergers, disability, death, or
fund transfers. Prudential and transparency standards govern technical provisions, rates of re-
turn, advertising, and reporting obligations. Corporate governance measures, including internal
control, audit, risk management, and the prevention of money laundering, are also established.

Similar regulations apply to Pillar III (voluntary pensions) and occupational pensions.
However, these rules cannot compensate for deficiencies in primary legislation. In the absence
of a comprehensive law on private pension payments, pension funds operate more like mutual
funds, paying out accumulated contributions rather than life pensions. Payments from both com-
pulsory (Pillar II) and voluntary (Pillar III) pensions are made either as a lump sum or in equal
monthly instalments over a maximum of five years, with a minimum monthly payment of 500 lei,
after deducting the administrator’s fees.

3. The Need, Opportunity, and Complexity of the Pension Market

The World Bank introduced the concept of a three-pillar pension system in 1994, which has
since gained international acceptance. Each of the three pillars serves distinct objectives, based
on differing principles of contribution and benefit, and varies by its public or private nature as
well as its optional or mandatory status. This diversity allows countries to create flexible pension
systems tailored to their specific socio-economic circumstances and needs (von Gersdorff, 2004).

The first pillar is typically a mandatory, state-run public pension system, designed to pro-
vide basic financial security for retirees. It is funded primarily through payroll taxes from both
employees and employers. This pillar ensures a minimum income level for pensioners and serves
as the foundation of the pension system in many countries. The second pillar consists of man-
datory or voluntary occupational pension schemes, often managed by private entities. These
schemes supplement the public pension and are funded by contributions from both employers
and employees. The third pillar comprises voluntary private pension plans, enabling individuals
to save for their retirement through personalized and flexible investment options. This structure
allows for a more robust retirement plan, providing additional financial security.

The configuration of a country’s pension system depends on its social needs, financial ca-
pabilities, and policy priorities. For instance, countries with a strong social safety net may focus
heavily on the first pillar, ensuring widespread coverage and basic retirement income. Conversely,
nations with well-developed financial markets may emphasize the second and third pillars, le-
veraging private sector efficiency to encourage individual savings and investment.
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Table 2. Multi-pillar pension market offer in Romania

Name | System Obligatory | State / Administrator /| Law
Private Supervisor

Pillar [ Public pension | Mandatory | State- CNPP - National Public | Law No
1 administered [ Pension House. The de- | 263/2010

cision is taken by the

Ministry of Labour and

Social Protection Law

No 263/2010
Pillar [Universal|Mandatory [Privately Autonomous admin- [ Law No
II pensions administered |istrative authority un-|411/2004

der the control of the

Romanian Parliament
Pillar [O p tion al|Optional Privately Financial ~ Supervisory | Law No
II pensions administered | Authority (FSA) through | 204/2006

the Private Pensions

Sector
Pillar | Occupational | Optional Privately The initiative is of an en- | Law No
I\Y% pensions administered | tity that is authorised by | 1/2020

the ASF

Source: www.asfromania.ro; Www.pensii.ro

The World Bank'’s three-pillar model provides a comprehensive framework to address vari-
ous demographic and economic challenges. Countries are encouraged to adapt the system to
their specific needs, creating a sustainable, equitable, and balanced pension system. In addition
to these pillars, occupational pensions, often offered as employment benefits, can be mandatory
or voluntary and provide further retirement support based on the employee’s career and contri-
butions. A recent European Union initiative, the Pan-European Personal Pension Product (PEPP),
aims to create a personal pension product that can be used across EU Member States, promoting
labor mobility and offering more retirement savings options.

Beyond these traditional pension systems, individuals can access various private pension-
like products that contribute to their retirement savings. These include premium refund life in-
surance, which combines life insurance with a savings component, and annuities, which provide
guaranteed regular income over a set period. Survivorship term insurance, pay-as-you-go sav-
ings accounts, and restricted withdrawal investment funds are other alternatives designed to
promote long-term savings for retirement.

International practices in pension system management show considerable diversity in mech-
anisms, funding methods, and the relationship between contributions and benefits. Different
countries adopt varying approaches, shaped by their socio-economic, political, and historical
contexts. Common models include government-administered pay-as-you-go schemes focused
on defined benefit or defined contribution plans, as seen in much of Europe and countries like
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Table 3. General scheme of the multi-pillar pension system

Name Pillar I Pillar II Pillar III Pillar IV
Participation Mandatory Mandatory Optional Optional
Administration | Publishes Publishes, private Private Private
Organization | PAYG PAYG, funding Funding Funding
Purpose Poverty avoid- | Savings imposed Individual Individual savings
ance, income savings
redistribution
Contribution- | Defined Defined benefits, de- | Defined Defined
benefit ratio benefits fined contributions | contributions | contributions
Funding Contributions, | Contributions Contributions | Contributions
taxes

Source: www.asfromania.ro; Www.pensii.ro

Sweden and Italy. Some nations, such as Norway and the United States, operate government
schemes based on current asset funding, while others, like France, rely on privately adminis-
tered pay-as-you-go schemes with guaranteed benefits. Pre-funded accumulation schemes, such
as those in Denmark, Poland, and some Latin American countries, are often supported by both
private and governmental entities.

This diversity highlights the adaptability of pension systems to national contexts, reflecting
the complexity of the global pension market. Regardless of the model employed, the success of a
pension system hinges on its ability to strike a balance between the needs of society and available
opportunities. Transparency, clear objectives, and a focus on economic resilience and the well-
being of society (Aiginger & Guger, 2006) are essential for maintaining this balance. Policymakers
play a vital role in ensuring that pension systems remain inclusive, fair, and sustainable, making
informed, coordinated decisions to adapt to both demographic and economic changes.

4. Evolution and Trends in Pension Reform

The inefficiency of Romania’s pension system has significantly impacted the standard of liv-
ing for beneficiaries, as pensions have declined both in absolute terms (real value since 1989) and
in relative terms (the ratio of the average pension to the average salary). While pension reforms
share broad similarities across countries, the specific approaches and implementation strategies
differ widely, shaped by national traditions, historical context, and the organization of social se-
curity systems.

Countries vary in their emphasis on universality versus need-based systems. Some prioritize
universal coverage, while others tailor benefits based on income and individual needs. Funding
sources also differ, with some pension systems relying on social contributions and others sup-
ported by the state budget. Additionally, the role of the private sector in providing social security
services varies, with certain countries fostering public-private partnerships more actively than
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others. These differences underscore how each nation adapts reforms to its socio-economic and
political context, as well as societal values and expectations.

In Europe, pension reforms are aligned with common principles, such as Regulation 1408/71/
EC, which coordinates social security rights, and Directive 98/49/EC, which safeguards supple-
mentary pension rights for migrant workers. Romania has opted for a gradual reform process,
beginning with financial regulations to reduce system imbalances. Successive governments have
increased contributions to mitigate budget deficits and indexed pensions to preserve their real
value. Non-contributory expenditures, such as certain social assistance benefits, have been trans-
ferred from the social security budget to local councils.

Global pension systems face significant challenges, including aging populations, financial
sustainability, and labor market shifts. Recent pension reform trends include raising the retire-
ment age to reflect longer life expectancy, encouraging private savings through tax incentives,
and promoting participation in private pension schemes. Other key reforms include enhancing
flexibility in benefit calculations, strengthening labor market activation policies, and adapting oc-
cupational pension schemes to fit a more mobile and dynamic workforce.

Transitioning to a mixed pension system is costly, often requiring countries to borrow funds
to cover the transition from pay-as-you-go systems while meeting ongoing obligations to exist-
ing beneficiaries. This challenge is especially pronounced in Central and Eastern Europe, where
governments face pressure to reduce social contribution rates, which are higher compared to
other regions.

Conclusions

In conclusion, the legislative path of private pensions in Romania has been shaped by a
combination of political uncertainty, lack of political will, and underprepared decision-makers.
Periodic public declarations by officials from the Ministry of Finance regarding the potential
nationalization of Pillar II pension funds have added to the challenges, creating a sense of insta-
bility in the field. Despite these difficulties, including significant delays and regulatory bottle-
necks, the legislative framework for private pensions has developed, albeit through a winding
process marked by setbacks. One notable legislative gap that remains unresolved is the law on
the payment of private pensions, which would enable the system to offer life-long private pen-
sions alongside public pensions.

This regulatory evolution has been heavily influenced by past financial crises, including
bank failures and the investment fund collapse in the late 1990s, which resulted in over-regu-
lation aimed at protecting the system. However, these regulations required subsequent adjust-
ments and relaxations to align with market conditions, domestic legislation, and European Union
directives. Today, the regulatory framework for private pensions is, by and large, capable of
ensuring proper market functioning. However, the system remains vulnerable to political and
regulatory risks, which could lead to reputational damage for pension funds. The persistence of
such risks underlines the importance of continued vigilance in maintaining the stability and sus-
tainability of the pension system.
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At the European level, pension reforms have been integrated into broader strategies for co-
ordinating national policies, particularly through initiatives such as the Lisbon Strategy. Under
Article 104 of the Treaty, the European Union monitors Member States” budgetary positions, em-
phasizing the allocation of pension funds as a crucial element for the long-term sustainability of
public finances. Simultaneously, EU coordination of employment and social cohesion strategies
(Jepsen & Pacual, 2005) is conducted with flexibility, allowing Member States to maintain respon-
sibility for the design and implementation of their pension policies (Vignon, 2004). This approach
ensures that pension systems are both sustainable and adequate, balancing national autonomy
with broader European objectives.

Pension contributions, especially for old-age pensions, play a critical role in strengthening
the European tax system and maintaining the quality and sustainability of public finances. As
Europe grapples with demographic challenges, including aging populations, these contributions
are increasingly vital for ensuring the financial stability of pension systems. In the long term,
many transition economies have adopted gradual reforms to rationalize their pension systems,
focusing on measures such as raising the retirement age, revising indexation formulas, reduc-
ing benefits, and improving tax collection mechanisms (Cangiano, Cottarelli, & Cubeddu, 1998).
Additionally, there is a growing recognition of the need to implement multi-pillar pension sys-
tems, which include both publicly and privately managed funds, to enhance financial security in
retirement.

Overall, the development of Romania’s private pension system mirrors broader global
trends, where the shift towards a multi-pillar system has been driven by demographic and finan-
cial pressures. Despite the obstacles faced, the legislative and regulatory framework has evolved
to support a functioning private pension market. However, the system’s continued success will
depend on mitigating political risks, further aligning with European standards, and ensuring that
the necessary legislative reforms, such as the law on private pension payments, are completed.
Only through these efforts can Romania’s pension system maintain its long-term sustainability
and provide adequate retirement security for its citizens.
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