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Abstract:

This research proposes an analysis of the evolution of the main aggregated indicators of credit
institutions within the Romanian banking system. The indicators reported by the National Bank
of Romania, in the period 2020-2022, are analyzed in structure and dynamics. These indicators
provide an insight into the performance of the banking activity and define the financial stability
of the Romanian banking system. Also, the evolution of these indicators allows the identification
of the risks and vulnerabilities to which the Romanian banking system is subject, as well as the
recognition of priorities in the prudential supervision of credit institutions. The increase in the
share of deposits of the population's deposits in the total deposits of non-governmental client
residents shows the orientation of the population towards valuable reserves, which will provide
them financial security. This orientation is generated by the economic decline, social insecurity
and financial instability perceived by the population.
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INTRODUCTION

As a supervisory and regulatory authority, the National Bank of Romania ensures the
prudential supervision of credit institutions by establishing banking prudence norms and
indicators.

In its capacity as the supervisory authority of the entire Romanian banking system, the
National Bank of Romania has concluded a series of cooperation agreements in the field of
prudential supervision. The main Agreements to which the National Bank of Romania is a party
are the following:'

e The multilateral agreement concluded with the European Central Bank and the competent
national authorities with the supervision of money laundering and terrorist financing risks to
which credit institutions and financial institutions are exposed;

e The Cooperation agreement between financial supervisory authorities, central banks, and
ministries of finance in the European Union, regarding cross-border financial stability;

e The agreement concluded between the Commission Bancaire and the National Bank of
Romania regarding the cooperation and exchange of information for the purpose of
conducting banking and prudential supervision;

e The Agreement on cooperation in the field of banking supervision between the National Bank
of Romania and the National Bank of Moldova;

eThe Cooperation Agreement between the National Bank of Romania and the Deposit
Guarantee Fund in the banking system.

In this paper is presented the evolution of the main aggregated indicators of credit
institutions, in structure and dynamics, reported to the National Bank of Romania. The reporting
period covers the 2020-2022 years, and the analyzed indicators refer to:

» Total net assets;

! https://www.bnr.ro/Acorduri-in-domeniul-supravegherii-2205.aspx (22.11.2023)
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Assets of privately-owned institutions;

Assets of foreign-owned institutions;

Capital Adequacy Ratio;

Return on Assets (ROA);

Return on Equity (ROE);

Operating income per operating expenses;
Clients' Loans-to-Deposits Ratio;
Non-performing Loans Ratio;

Monetary Aggregates Indicators (M1, M2, M3);
Deposits of non-government resident customers.

The central banks of the European monetary area permanently ensure the reporting,
analysis and monitoring of aggregate indicators of credit institutions. These indicators provide an
insight regarding the performance of the banking activity. They also allow the identification of
priorities in the prudential supervision of credit institutions.

ASPECTS REGARDING THE REPORTING OF AGGREGATE
INDICATORS OF CREDIT INSTITUTIONS

VVVVVYVYVYYVYYVYYVY

For the analysis of the evolution, in structure and dynamics, of the aggregate indicators of
credit institutions is used the interactive database created by the National Bank of Romania, in
which the statistical data series include the monetary aggregates.

In interactive statistical reports elaborated by the National Bank of Romania, concerning
monetary and financial statistics, the aggregated indicators regarding credit institutions are also
included.

The indicators refer to all credit institutions, respectively:

e banks;
e branches of foreign banks;
e (Creditcoop.

Branches of foreign banks do not report solvency, own funds and credit classification. The
indicators are calculated using the financial reports of credit institutions. Since 2012, the
indicators are calculated according to reports prepared in accordance with IFRS (International
Financial Reporting Standards). Since June 2014, the indicators are based on the information
provided by banks according to the provisions of the European Union Implementing Regulation
(EU) no. 680/2014 of the Commission establishing technical standards. These technical standards
concern reporting for the purposes of supervision of credit institutions, in accordance with
Regulation (EU) No 575/2013 of the European Parliament and of the Council. In June 2015, there
was an amendment to the methodological rules for the preparation of individual financial
statements. This change concerns the inclusion in the reporting form of non-performing exposures
of cash balances at the central bank and other demand deposits at credit institutions.

Starting from January 2022, the data for the develpment of monetary indicators are
reported by monetary financial institutions, according to the BNR (National Bank of Romania)
Regulation no. 4/2021 regarding the reporting of statistical data and information to the National
Bank of Romania.

THE EVOLUTION OF THE AGGREGATE INDICATORS OF CREDIT
INSTITUTIONS

From the analysis of the evolution in structure and dynamics of the main aggregated
indicators of credit institutions, reported by the National Bank of Romania, the performance of the
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banking activity in Romania can be created. This analysis also allows the identification of risks
and vulnerabilities to which the Romanian banking system is subject.
The evolution of aggregated indicators of credit institutions in the period December

2020— December 2022 is shown in the table below:

Table 1. Evolution of aggregate indicators of credit institutions

Aggregate Indicators for Credit Institutions Dec. 2020 Dec. 2021 Dec. 2022
Number of credit institutions (No.) 34 34 32
Total net assets (RON mil.) 560034.17 | 639754,48 | 701008,78
Assets of privately-owned institutions (% in total) 89.40 88.60 87.90
Assets of foreign-owned institutions (% in total) 70.50 68.20 68.11
Capital Adequacy Ratio (> 8%) (%) 25.14 23.32 23.40
ROA (%) 0.95 1.36 1.50
ROE (%) 8.66 13.28 16.40
Operating income / operating expenses (%) 185.74 185.48 191.89
Clients' Loans-to-Deposits Ratio (%) 65.89 68.78 71.42
Non-performing Loans Ratio (%) 3.83 3.35 2.65

Source: https://www.bnr.ro/Raport-statistic-606.aspx

From the table above, between December 2020 and December 2022, a substantial increase
in net banking assets is noted, respectively from 560 billion lei to 701 billion lei.

The number of credit institutions decreased in the period under review, from 34 to 32, and the
bank solvency indicator remains at positive values, namely over 23%.

Among the aggregated indicators of credit institutions, monitored by the National Bank of
Romania, there are also the performance indicators Return on Assets (ROA) and Return on Equity
(ROE).

The indicator that shows how profitable a bank's activity is in relation to its total assets is
the Return on Assets (ROA) indicator. During the analyzed period, this indicator recorded an
increase from 0.95% in 2020 to 1.50% in 2022. This signifies a sustained increase in the
profitability of banking assets in 2022, compared to 2020.

One of the most important indicators that measure the performance of banking activity is
Return on Equity (ROE). This indicator is calculated as the ratio between the annualized net profit
and the average value of equity. In December 2022, there is a significant increase in the return on
capital to 16.40%, compared to 8.66% in December 2020. A high return on equity expresses the
manner and the efficiency with which the money was invested.

Another important aspect aimed at improving banking activity is given by the sustained
decrease in the rate of non-performing loans, from 3.83% in December 2020, to 2.65% at the end
of December 2022.

In addition to the aggregated indicators presented in the table above, the National Bank of
Romania also reports aggregate monetary indicators, which target the three components of the
money supply in circulation, respectively:

» M1 (narrow money);
» M2 (intermediate money);
» M3 (broad money).

The aggregate monetary indicator M1 (narrow money) includes an essential element,
namely cash in circulation. The large amount of existing cash in circulation can highlight the level
of banking culture and civilization of the population. The National Bank of Romania permanently
monitor this indicator.
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The evolution in structure and dynamics of the aggregated monetary indicators, targeting
the three components of the Money supply, in the period October 2022 — October 2023, is

presented in the table below:
Table 2. Monetary Aggregates Indicators - October 2023

31 October | Oct. 2023/ | Oct. 2023/
Indicators 2023 Sep. 2023 Oct. 2022

(RON mill.) % Y%
M1 (narrow money) 392,263.7 -0.6 -1.5
e Currency in circulation 109,137.9 -0.1 8.9
e Overnight deposits 283,125.8 -0.8 -5.0
M2 (intermediate money) 640,861.4 0.02 10.3
o Ml 392,263.7 -0.6 -1.5
e Deposits with an agreed maturity of up to and 248,597.7 1.0 36.1

including two years

M3 (broad money) 640,861.4 0.02 10.3
o M2 640,861.4 0.02 10.3
e Other marketable instruments 0.0 0.0 0.0

Source: https.//www.bnr.ro/page.aspx?prid=23481

The monetary mass in the broad sense (M3) registered a balance of 640,861.4 million lei,
at the end of October 2023. This increased by 0.02% compared to September 2023, and in relation
to October 2022 it increased by 10.3%. The cash in circulation existing at the end of October
2023, worth 109,137.9 million lei, also registered an increase of 8.9 % compared to the same
period of the previous year 2022.

According to the reports of the National Bank of Romania, in deposits with an initial
duration of up to two years inclusive, refundable deposits are also included after a notification at
most three months inclusive. The indicator “Other marketable instruments” reported in the broad
sense money supply (M3), includes loans from repo operations, shares, or fund units of money
market funds, as well as debt securities issued with maturity of up to two years inclusive. The
National Bank of Romania is responsible for clarifying the content of these indicators in order to
ensure the accuracy of financial reports and monetary balance sheets of credit institutions within
the Romanian banking system.

In the analysis of monetary indicators, an interesting evolution is presented by the deposits
in lei and foreign currency of non-governmental client residents. These deposits of residents are
aimed at: households and other sectors (non-financial companies, and non-monetary financial
institutions).

The evolution in the structure of deposits of non-governmental client residents in lei and
foreign currency at the end of October 2023, compared to October 2022 and September 2023, is
presented in the following table 3.

From the above table, it follows that the highest growth is recorded by the deposits in Lei
of households. These deposits increased by 1.8 % compared to the previous month, up to
206,390.4 million lei, and by 24.8 % compared to the same period of the previous year. There is a
decrease from the same period of the previous year concerning foreign currency deposits of
residents, both in households and in other sectors. Household foreign currency deposits decreased
by 4% in October 2023, compared to October 2022. In the other categories of deposits in foreign
currency, the decrease is 3,5 % during the same reference period.

If we analyze in structure the deposits of non-governmental client residents, it is found that
the large share is held, both in lei and foreign currency, by household deposits. The economic
decline, social insecurity and financial instability determined the population to make reserves of
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value in the form of deposits in Lei and foreign currency, which would provide them with
financial security.
Table 3. Deposits of non-government resident customers

31 October Oct. 2023/ Oct. 2023/
Indicators 2023 Sep. 2023 Oct. 2022
(RON mill.) % %

Deposits of non-government resident customers, in: 548,343.5 0.1 11.7
e RON-denominated deposits of residents: 376,589.2 -0.04 20.6
- household deposits 206,390.4 1.8 24.8
- corporate deposits 170,198.8 -2.2 15.9
e Forex-denominated deposits of residents: 171,754.3 0.3 -3.8
- household deposits 119,293.5 -0.2 -4.0
- corporate deposits 52,460.8 1.6 -3.5

Source: https://www.bnr.ro/page.aspx?prid=23481

The data for the development of monetary indicators are reported by monetary financial
institutions, starting from January 2022, according to the BNR (National Bank of Romania)
Regulation no. 4/2021 regarding the reporting of statistical data and information to the National
Bank of Romania.

Analyzing the evolution of the main aggregated indicators of credit institutions in
Romania, during the years 2020 — 2022, it is found that they define and characterize the financial
stability of the Romanian banking system.

According to the latest Global Financial Stability Report elaborated by the International
Monetary Fund in April 2023, the main vulnerabilities to global financial stability are:?

e high volatility in financial markets due to inflation rates well above the target level,

e the deterioration of indices regarding the sustainability of global sovereign debt,
particularly in emerging countries;

e increasing the indebtedness level in the case of population;

e increasing pressures from commercial real estate markets due to the tightening of
financing costs;

e payment difficulties in the case of non-financial companies due to the decrease in revenues
and the tightening of financing costs.

The European Central Bank, in its most recent Financial stability report published in May
2023, also drew attention to the high vulnerabilities to financial stability in the Eurozone, although
credit institutions in the Eurozone have had little exposure to these episodes of financial stress.

All these vulnerabilities mentioned above are permanently analyzed and monitored by the
National Bank of Romania and the commercial banks within the Romanian banking system.

CONCLUSIONS

The National Bank of Romania permanently analyzes and monitors the aggregate
indicators of credit institutions, in order to ensure the financial stability of the entire Romanian
banking system.

The evolution of these indicators, in the period 2020 — 2022, define and characterize the
financial stability of the Romanian banking system.

In the December 2022 Report on financial stability, the main systemic risks identified by
the National Bank of Romania refer to:*

2 Banca Nationald a Romaniei, Sondaj privind riscurile sistemice — Martie 2023, Anul VII, nr. 16, pp. 5-10. (National
Bank of Romania, Survey on systemic risks — March 2023, Year VII, no. 16, pp. 5-10)
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¢ global uncertainties in the context of the energy crisis and the Russia-Ukraine conflict;
e deterioration of internal macroeconomic balances, including following geopolitical and
international developments;
e the delay in reforms and the absorption of European funds, in particular through the
National Recovery and Resilience Plan (PNRR);
¢ non-repayment of loans by the non-governmental sector.
The analysis of the evolution in structure and dynamics of the main aggregated indicators

of credit institutions, reported by the National Bank of Romania, highlights the performance of the
banking activity. Also, the evolution of these indicators allows identifying the risks and
vulnerabilities to which the Romanian banking system is subject.

Global uncertainties in the context of the energy crisis and the Russia-Ukraine military

conflict represent a major risk identified by the National Bank of Romania.

Both at the national level and at the European level, there is a need for a more efficient

calibration process of the macroprudential policy to the evolution and dimension of systemic risks
specific to the banking sector.
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