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Abstract: The years of crisis were characterized by a moderation of the lending activity in Romania, banks
have changed their focus from a rapid expansion towards a strategy determined by caution. The credit institutions have
adapted the strategy, the territorial expansion plans, the product portfolio and switched to a more careful control of the
operating costs. The purpose of this paper is to review status of the banking sector in Romania, compared with the data
obtained in the EU countries. We will examine the structure indicators, the indicators measuring the degree of
development and competition as well as the indicators measuring the performance of the banking system in Romania.
The study period was 2000-2012.
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1. Introduction

This paper is organized in five sections. The 1% section describes the main significant moments that have
marked the development of the banking system in Romania, also there were taken into account some indicators in order
to analyze the structure, the degree of development and competition, and the performance of the banking system in
Romania. The 2" section analyzes, based on the data collected from the annual reports published by the Central Bank
of Romania, which were major changes in the assessed period in the structure of the banking system in Romania, which
were the factors that led to these changes, and which is the position of Romania in relation with other EU countries.
The 3" section emphasizes the degree of development and competition in the banking system in Romania, and the
comparative analysis with other EU countries. The 4™ section highlights the performance of the banking system in
Romania. The performance was analyzed using the profitability indicators, namely: the ratio of annualized net profit
and total assets at the average value (economic profitability or Return of Assets - ROA) and the ratio of annualized net
profit and equity interests to the average value (financial profitability or Return of Equity-ROE). The 5™ section
concludes the article and provides the conclusions of the study findings.

In order to ensure an adequate environment for a functioning market economy, in Romania there has been a
process of modeling the banking system, which aimed on the one hand, the creation of a modern banking system,
specific to a market economy, and on the other hand, the harmonization of the Romanian banking legislation with the
European legislation.

The restructuring process of the banking system started since the end of 1990, when the newly established
Romanian Commercial Bank (BCR) took over the commercial function which was held by the National Bank. The
former specialized state banks (Romanian Bank for Foreign Trade, Agricultural Bank, Investment Bank) have been
transformed into commercial banks which could perform all the banking operations without considered their previous
sectorial specialization. Thus, along with the adoption of the two banking laws - the Law on the Banking activity and
the Law on the Statute of the National Bank of Romania, which entered into force on the 3" of May 1991, there was
enshrined the creation of a two-tier banking system, Western-type, based on the principle of the banks universality.

The privatization of the state-owned commercial banks in Romania has proven to be a difficult process, hardly
in May 1997 there was adopted the Law on privatization of state-owned commercial banks. In August 1998 there was
triggered the privatization of the Romanian Bank for Development - BRD (privatization which was concluded in
December 1998 by an intake of 51% by Société Générale) and Bancpost, followed by the privatization of the
Agricultural Bank, Commercial Bank, Bancorex and BCR in 2006. The restructuring process has also targeted the
Savings Bank (CEC), which was reorganized starting from the 1% of July 1996 as a joint stock banking company, with
the object of activity of attracting, retaining and capitalizing the savings of the population and of the availability of the
legal entities, and of providing loans, trying also the privatization, which has not been achieved so far.

Based on these important moments in the life of the banking system in Romania, where we examined the time
course of this, we took into account several common indicators of market structure, including the number of banks in
each country, the k-bank concentration ratios (CRK) and the Herfindahl-Hirschman Index (HHI). The latest two
measures are used to describe the structure of the market and/or as an indicator of market power or firm competition.

»ACADEMICA BRANCUSI” PUBLISHER, ISSN 2344 — 3685/ISSN-L 1844 - 7007

327



Annals of the ,,Constantin Brincusi” University of Targu Jiu, Economy Series, Issue 4/2014

The degree of banking concentration or the market share indicates the proportion of aggregate asset or loans,
of deposits of the first three or five banks in total assets (CR5) and respectively loans, deposits, etc. in the entire
banking system. The higher is CR5, the more concentrated is the banking system, and the competition is weaker.
Supporters of these measures maintain the view that the behaviour of a market dominated by a small number of banks
is very unlikely to be influenced by the total number of firms operating in the market. [5]

Herfindahl-Hirschman Index (HHI): This measure is based on the total number and size distribution of banks
in the banking system. It is computed as the sum of the squares of the relative size of all banks in the industry. As a
general rule, if the Herfindahl index is below 1.000 it indicates a low concentration (a non-concentrated market), value
between 1.000 and 1.800 indicated a moderatelz concentrated market, and value higher than 1.800 indicates a high
concentration market. [6], [2] Its advantage is that it makes full use of the information obtainable from the distribution
of market positions. [5] A higher degree of competition in banking markets is expected to provide welfare gains by
reducing the prices of financial services and thereby accelerating investment and growth. These gains should in fact
come from two channels of transmission. On the one hand, a higher degree of banking competition should result in
lower monopoly power of banks, and therefore a decrease in banking prices. On the other hand, heightened competition
should encourage banks to reduce their costs, that is, their cost inefficiencies. [8]

The performance measurement indicators of the banking system are:

The Financial Return (Return on Equity — ROE) is determined as the ratio between net profit and equity. ,,A
business that has a high return on equity is more likely to be one that is capable of generating cash internally. Thus, the
higher the ROE the better the company is in terms of profit generation.” [7]. In the international practice, the standard
level is between 15-20%.

The economic profitability (Return on Assets — ROA) is calculated as the ratio between net profit and aggregate
assets of banks. ,,In principle, ROA reflects the ability of a bank’s management to generate profits from the bank’s
assets, although it may be biased due to off-balance-sheet activities.” [1]. In the international practice, the standard
level is between 1-2%.

2. Dynamics and structure of the banking system in Romania for the period 2000-2012

In this section we will analyze, based on data collected from the annual reports published by the Central Bank
from Romania, which were major changes in the structure of the assessed period in the banking system in Romania,
which were the factors that led to these changes, as well as which is the position of Romania in relation to other EU
countries.

The simplest measure of market concentration is the number of credit institutions in the market. This measure
simply conveys the number of choices available to consumers. [5]

In order to ensure an adequate environment for a functioning market economy, in Romania there has been a
process of modeling the banking system, which aimed on the one hand, the creation of a modern banking system,
specific to a market economy, and on the other hand, the harmonization of the Romanian banking legislation with the
European legislation. The restructuring process of the banking system started since the end of 1990, when the newly
established Romanian Commercial Bank (BCR) took over the commercial function which was held by the National
Bank. The former specialized state banks (Romanian Bank for Foreign Trade, Agricultural Bank, Investment Bank)
have been transformed into commercial banks which could perform all the banking operations without considered their
previous sectorial specialization.

The ownership structure of the Romanian banking sector has experienced some significant changes during the
analyzed period. Since the beginning of the transition, the Romanian authorities have allowed the establishment of free
commercial banks organized as joint stock companies, by individuals and legal entities, domestic and foreign, thus
eliminating the barriers to enter in the banking market, which were likely to promote oligopolistic structures in the
Romanian banking system. Also unlike other central European countries, the foreign banks were allowed free access to the
Romanian banking market not only by establishing subsidiaries but also through branches, provided that there are meet the
requirements for authorization. Although in 1998 there were 45 banks, the number of banks has slightly fluctuated in the
next period (@ minimum of 38 bank units occurring in 2003 and 2006, and a maximum of 43 bank units in 2008), at the
level of 2012 being recorded 40 bank units (figure 1).
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Figure 1. The structure of the banking system in Romania

Considering this fact and the data summarized in the analyzed period it is observed that the banking system in
our country has significantly transformed. This aspect indicates that the banking system in Romania has undergone
structural changes which reflected both the measures taken by the central bank in order to eliminate unviable operators
and the appearance on the market of new banks, mergers or changes in the shareholding majority, which resulted in a
steady increase in market share of foreign banks, along with the erosion of the monopolistic position of the state sector,
but with a slight narrowing of the domestic private banking segment. Lately, in the banking industry there has been
noted a trend of consolidation, this trend being evident in the decline of the number of the credit institutions (Figure 2)
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Figure 2. The number of the credit institutions in EU countries

The decreased number of credit institutions in the EU countries reflects mergers rather than closing of the
existing institutions. At the level of countries, comparing to 2005, the number of banks decreased by 16% in Greece, by
11.68 in Hungary and by 10% in Germany, mainly due to the restructuring of the banking sector (i.e., liquidations,
acquisitions) while Slovakia has registered an increase by 21.7%, although in the dynamics is on a decreasing trend.

An important aspect to point out, with impact in changing the capital structure is that in 2013, due to the
reclassification of some banks from the group of the banks with Romanian major capital into the group of the banks
with foreign capital, the market share of banks with Romanian major capital has reduced by half, being inferior to the
bank share with French and Greek major capital. The banks with Austrian major capital, own, similar to previous years,
the largest market share in the banking system in Romania. Therefore, at the end of 2013, the market share in bank
assets of bank system with major foreign capital, reached the value of 90.8 %.

We notice that some substantial changes in the ownership structure have occurred with the onset of the
privatization process of the banks with state major capital. Considering the origin of capital, the banking system in
Romania presented the following structure for the year 2012: only 2 banks with state major capital (CEC and
Eximbank), 3 banks have Romanian private capital (Carpathian Commercial Bank, Libra Internet Bank and Railway
Commercial Bank), and 34 were into the category of foreign-owned banks (including the branches of the foreign
banks).

Another issue that has resulted in the modification of the structure of the banking system in our country has
been represented by the changes that occurred in the structure of the shareholding. Considering the origin country of
the capital invested in the banks and branches of foreign banks which operate on the Romanian banking market for the
period analyzed, the first three places were occupied by Austria, Greece and the Netherlands (Figure 3).

»ACADEMICA BRANCUSI” PUBLISHER, ISSN 2344 — 3685/ISSN-L 1844 - 7007

329



Annals of the ,,Constantin Brincusi” University of Targu Jiu, Economy Series, Issue 4/2014

30
4
20

13 11,6

10 .
¢ Bl 8.1

Ausina (Greage Olanda
12000 m200] ®2002 m2003 2004 w2005 22006
B2H7 22008 2000 2010 22011 2012

Figure 3. Foreign participants in the banks’ capital in Romania
However, although the podium was kept for so many years, the most significant change of the presence on the
local market has returned to Greece, that, since 2008, has reached the first place in the ranking of foreign equity
holdings in the banks from Romania. In 2012, Greece ranks the first investment place (with 21.2% of total capital), but
maintains its descending trend began in 2010, when the share of the total banking system was of 25.5%, followed by
Austria (with 20.8%) and the Netherlands (with 11.6%).

3. Degree of development and competition at the level of the banking system in Romania

In this section we have analyzed the degree of development and competition at the level of the banking system
in Romania, and the comparative analysis with other EU countries. The data have been processed in accordance with
the financial statements published by the Central Bank of Romania, and in accordance with those published by the
European Central Bank.

This literature is essentially based on the assumption that concentration weakens competition by fostering
collusive behaviour among firms. Increased market concentration was found to be associated with higher prices and
greater than normal profits argue that higher profits in concentrated markets could be the result of greater productive
efficiency. [2]

From a theoretical point of view, competition may have a deleterious impact on stability if it causes banks’
charter value to drop, thus reducing the incentives for prudent risk-taking behavior. [5]

The banking sector in Romania is characterized by a moderate degree of concentration, with a descending
trend, which indicates a low level of competition. That is, namely, an oligopolistic structure. Out of the 40 existing
banks at the end of 2012, 19 had together a market share by assets of less than 1%, according to Central Bank (BNR)
data, other 16 banks had market shares between 1 and 5%, and only 6 credit institutions had a market share of more
than 5%, last year (figure 4).
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Figure 4. The structure of the banking system in Romania based on the market share of the assets of the
banks

The degree of concentration of the banking system in Romania, as reflected by the share of assets held by the
top five banks in the aggregate assets, has slightly decreased to a value of 54%. In the European Union the degree of
concentration varies between 22 and 85%.
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Figure 5. The share of assets held by the top five banks in the aggregate assets
From Figure 5 we observe that Romania maintains at a moderate level compared to other countries in the
region. The relative decrease in concentration of the banking system in Romania reveals a tendency of increasing
competition between credit institutions.
From a theoretical perspective, intense competition is assumed to lower intermediation expenses and
contribute to the improvement of efficiency, at the cost of shortening the average duration of lending relationships and
eroding banks' profitability. [4]
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Figure 6. Competition measure - Herfindahl Index in EU countries
From graphic presented we notice that in the EU there are significant differences of concentration, Belgium
having the highest rates of concentration, while the Czech and Greece are situated as countries with a moderate degree
of concentration. Note that during the analyzed period Romania was situated until 2007 as a country with an average
concentration rate, and since 2008, it was situated together with Germany, Hungary, and Poland with a low
concentration rate. The Herfindahl-Hirschmann index calculated at the level of assets shows a level of concentration
and ranks the banking system from Romania below the average registered by EU.

4. The performance of the banking system in Romania during 2000 — 2009

In this section the main subject is represented by the performance of the banking system in Romania. The
performance was analyzed (see Figure 7) using the profitability indicators, namely: the ratio between the annualized net
profit and total assets at the average value (economic profitability or Return of Assets - ROA) and the ratio between the
annualized net profit and equity interests at the average value (financial profitability or Return of Equity-ROE).
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Figure 7. The evolution of the profitability indicators at the level of banking system in Romania

The main factors affecting the profitability of the banking system in Romania were: the interruption of the
increasing trajectory of lending activity, the increase of the required provisions necessary to cover the credit risk and
the increase of the borrowing and financing costs. We note that the banking sector in Romania has registered losses
since 2011. The credit institutions in Romania have tried to alleviate the decreasing trend in profit by resizing the
territorial networks, expanded aggressively in recent years, and adjusting the necessary personnel. Although the
operating profit has improved, the European credit institutions continued to register rates of return situated significantly
below the values registered prior to the crisis.

Conclusions

In the analyzed period, the Romanian banking sector continued to be well protected against various
unfavorable developments that have occurred both locally and internationally. The phenomenon of tightening the
lending activity registered in Romania is in line with the trends recorded in the euro area and in most countries in the
region, given the background of the difficult macroeconomic developments at international level, affecting both the
demand for credit and the lending standards and conditions practiced by the commercial banks. In terms of market
share, in the Romanian banking system first places are occupied by banks with Austrian, French and Greek capital; the
group of banks with Romanian capital has experienced a decrease in the share as a result of the reclassification of some
banks. The degree of financial intermediation has recorded in 2012 a slightly descendent trend in conditions of poor
lending activities. The degree of concentration of the banking system in terms of assets, as reflected by the share of top
five banks in the system, is maintained at a moderate level compared to other countries in the region. The Herfindahl-
Hirschmann index calculated at the level of assets shows a moderate level of concentration and places the Romanian
banking system under the average of EU-27. The Romanian banking sector registered losses in recent years, as a result
of the substantial increase in the volume of provisions related to credit risk due to the increase of the non-performing
loans, respectively, of the reassessment of the guarantees.

The main challenges for the banking system in Romania for the next period, similar to the economies of most
EU Member States are: resumption of lending under sustainable conditions, given a continuing and even intensifying
financial deleveraging which occurs internationally, and a proper management of the bank assets quality, including by
ensuring a functional balance between the costs and benefits of different management solutions for the non-performing
exposures.
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