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This article is a summary of key elements that characterize the bank loan, which has noted an 
extensive development both in the West and in our country, which prompted us to address this 
issue, "The crediting activity in the current socio-economic context" considering that it is a subject 
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the fact that the market economy can not function without loans, the bank taking care to ensure, 
through credit, general economic equilibrium. 
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1. Introduction In the contemporary era, the place and role of banks in the economy is closely linked to the quality of their main intermediary in the savings-investment relationship, relationship crucial to economic growth. As you know in today's economy, banks have an important role, they support the modernization of the Romanian economy. Anyone wishing to start a business or buy a house, a car or even a vacation, resorts to bank loans either short or long term.                Bank loans are like a helping hand in difficult times, how many of us do not happen to have urgent need of money and appeal to an overdraft, credit card. But many of these people who turn to bank loans do not know how to calculate the interest rate or the amount which will be refunded at the end of the lending period. Advertising is well developed today, yet many do not know how many types of credit there are, which those who are available to them are or what the loan conditions are.                 The market economy necessarily presupposes the existence of a banking system to ensure the mobilization of all monetary cash in the economy, and their temporary orientation toward effective economic activities. Through the work carried out by banks, of collection of funds while placing them to units who experience additional temporary needs, they fulfill an important role of bank intermediation. In this respect, the loan becomes an active tool in stimulating economic development, as a means of encouraging the action of certain phenomena, depending on the objectives to be achieved. Credit is indispensable to the economy, therefore its method of granting is of major importance, here intervening the bank position as a financial analyst to direct resources toward the most effective investments. Over the last years the evolution has led to structural changes concerning both the credit demand and supply side. The restructuring of the economy, together with population behavior modification acts on the side of increased demand for credit in both consumption and investment purposes.                 Restructuring and privatization of the banking sector and increased competition in the context of alignment with European practices act towards the expansion of the credit offer. It follows that the increase in bank loans towards the population has a sustainable support from both the demand and supply. The significant growth rate of credit as well as directing the dynamics mainly to population are features found in recent years in Romania.  
2. Analysis of loans granted to the population                For the population, loan standards were kept constant for both loans for purchase of housing and land, and for the consumer loans. Demand for loans from the population showed a mixed dynamics for Q4 / 2014, but credit institutions anticipate for the next quarter (Q1 / 2015) a moderate increase regardless of segment.   
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Table nr. 1. Summary of bank opinions on the evolution of credit supply and demand 
Offer Demand Segment of crediting Q4/2014 Q1/2015 (expectations) Q4/2014 Q1/2015 (expectations)  Real estate        Population   Consumption      Note: for the credit supply, the up / down / horizontal arrow indicates a relaxation / tightening / maintaining constant of credit standards. For loan demand, up / down / horizontal arrow indicates the advance / contraction / maintaining constant of the demand in the opinion of banks (on the last three months, expectations for the next three months). The red color indicates moderate or high amplitude changes. 

               Source: BNR, Survey regarding loand to the population, February 2015  
Population sector: 

- Loan standards were kept constant in Q4 / 2014, for loans for the purchase of housing and land, as well as consumer loans. Banks anticipate that in the next quarter (Q1 / 2015) there will be a tightening in credit standards for loans for the purchase of housing and land and will remain constant for consumer credit. 
- Terms of credits remained unchanged for both credits for the purchase of housing and land, as well as consumer loans in Q4 / 2014.  
- Demand for loans showed mixed developments in Q4 / 2014, the demand for housing loans increased moderately, while requests for consumer loans decreased significantly. Banks anticipate in the next quarter (Q1 / 2015), an advance of loan demand for both segments.  

Image nr. 1. Credits loaned to the  population household 2012 - Jan. 2015 (%) 
 

 
Source: Personal editing based on data from the site http://www.bnro.ro/Credite-acordate-gospodariilor-
populatiei-5771.aspx#peloc                 According to data from the National Bank of Romania in 2012, loans to households in the euro had a significant share compared  to other currencies that were negative, but since 2013 there has been a slightly increasing of loans in local currency nationalcurrecy, consequently the leu holds a leading position earlier this year while loans in euros and other currencies which registered significant depreciation.                This strong performance in national currency loans is due to exchange rate fluctuations which were not significant, banks grant loans available in the national currency and its costs do not reach the high values of 2012 which led customers to turn to other currencies at that time.    
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Image nr. 2. Credits for consumption loaned to the  population household 2012 - ian. 2015 (%)  

 
Source: Personal editing based on data from the site http://www.bnro.ro/Credite-acordate-gospodariilor-
populatiei-5771.aspx#peloc                  According to banks, demand for consumer loans experienced a significant decrease in both 2012 and 2013. Consumer loans granted in euro and other currencies other than the national currency recorded between 2012 January 2015 negative values.                Customers chose the national currency at the expense of foreign currency as credit costs offered by credit institutions showed similar values and the national currency did not show significant fluctuations.                At the start of the analyzed period of 2012, loans granted by banks in national currency were negative, but along the way there were slight fluctuations but since the third quarter of 2014 this category of loans in national currency registered the positive values in early 2015 reaching a percentage of about 21.4%.  

Image nr. 3. Credits for housing loaned to the  population household 2012 - ian. 2015 (%) 
 

 
Source: Personal editing based on data from the site http://www.bnro.ro/Credite-acordate-gospodariilor-
populatiei-5771.aspx#peloc                  In 2012, home loans were granted mostly in local currency but some customers of the credit institutions were requesting credit in euro; very few opted for loans in another currency.                Housing loans were given mainly in national currency during the period studied, 2012 - January 2015 as shown in Figure 3. Evolution of the height of the loans in national currency was influenced by the low costs of the credit "First house" and the willingness to adapt to the market and continuous improvement of products; Thus, banks have reduced the cost of mortgages and created competitive and affordable products to customers.  
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Image nr. 4. Credits for other purposes loaned to the  population household 2012 - ian. 2015 (%) 
 

 
Source: Personal editing based on data from the site http://www.bnro.ro/Credite-acordate-gospodariilor-
populatiei-5771.aspx#peloc                  According to data from the Romanian National Bank loans for other purposes have been positive in 2012 as in national currency, the euro values close to zero, even negative, as well as other currencies. Investment in other years this category of loans reached values close to zero for the national currency, even negative for other currencies.                 Investment in the third quarter of 2014 shows a slight recovery of loans in euro and the national currency registered slight positive, a situation that was repeated but not with the same aplomb and in october 2014.                 So far, this type of loan in January 2015 has not recorded significant positive values, as shown in Figure 4, Romanians have not taken this category of loans in large numbers.  

Image nr. 5. The evolution of the NBR benchmark interest (%)  in the period 2011 – 2014  

 
     Source: Performed by the author     In 2012 the central bank reduced the rate by 1.25% to 4% per year. The central bank cut interest in several stages, at 5.25% per annum, established in March 2012. The first fall of 2013 was recorded in early July (from 5.25% to 5% per year) , followed by three adjustments in August (4.5% per year) in October (4.25% per year) and November-December to 4% respectively.                In 2014 the Board of Directors of the National Bank decided to reduce the monetary policy interest rate from 4% to 3.75% per annum. National Bank of Romania decided that as of January 9, 2014, the reference rate of the National Bank of Romania is 3.75% per year.                In 2015 interest on loans in lei decreased as the central bank eased monetary policy and have come to "compete" with cost of borrowing in foreign currency, and as the adjustment trend will continue, it is possible that interest rates on loans in national currency fall below the threshold of 5%.                   As the central bank cut the key interest rate commercial banks decreased, with some delay, the burden of Romanians who borrowed lei, which induced a rapid dynamics of loans in lei. 
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               NBR decisions of the past two years through which the key rate was halved from 5% to 2.5% had an impact on bank customers, who are now taking loans in lei at an interest of 6% per year, compared to 11% in 2013 . On the other hand, those who have bank deposits only receive 3%, while in 2013 the average interest rate exceeded 5% per year.                Interest on loans in lei recorded a substantial lowering and are competitive with those for loans in euros. That explains the much faster growth in lending in lei compared to foreign currency lending. There was some delay between the moves of NBR and the moves of commercial banks, which was expected; there will always be some delay. With some delay, there will be a further reduction in interest rates. Even when the central bank will stop the cycle of relaxation, commercial banks will probably continue reductions.                The annual growth rate, in real terms, of the loan in local currency increased under propagation of successive monetary policy interest rate reductions on interest rates on new loans to companies and households.                 However, the real annual growth rate of total loans to the private sector remained in negative territory based on the reduction of the stock of foreign currency loans and workflow to eliminate non-performant loans from credit institutions' balance sheets. Although NBR has repeatedly proposed total lending in positive territory, possibly in 2014, but it was not to be so.                 However we can not consider the bet with credit is lost, so that in the coming months we can see a positive figure for total lending, the growth of the lending in lei will compensate the decrease in currency loans. Our expectations of a return to positive territory in 2014 lending were far from reality, the evolution of credit in lei being assessed quite well, while the steep decline in foreign exchange lending was underestimated. In addition, there was the elimination of non-performing loans from the budget.  
Image nr. 6. The evolution of the NBR benchmark interest (%) in the period 2013 – 2015  

 
Source: Performed by the author                 Banks had at the end of November a portfolio of loans to individuals and companies around 214 billion. Lei (equivalent to 48 billion. Euros), down 2.7% from the same period last year. The stock of loans fell by about 6 billion lei last year, according to central bank data. Lending in lei, strongly supported by the remaining banks with a significant share of foreign exchange resources obtained in the past by foreign shareholders, increased by 9% last year, but has not reached a rate sufficient to compensate for the fall in the currency funding. The stock of foreign currency loans is decreasing by 11% year on year.                Reducing key interest rate has been supported by the very low inflation in the first months of 2015, the possible maintenance of total lending in negative territory and the low level to which European interest descended, movement which was expected by most analysts.                 Since the beginning of 2015, the central bank decided the narrowing of the symmetrical corridor formed by the standing facilities interest rates around the monetary policy rate to +/- 2.25 percentage points from +/- 2.5 percentage points. Thus, as of January 8, 2015, the rate of interest on credit facilities (Lombard) is reduced to 4.75% from 5.25% year on year, while the interest rate on the deposit facility will remain at 0.25% per year.                However, current levels of minimum reserve requirement ratios (MMR) applicable to domestic and foreign liabilities of credit institutions were maintained. Reserve requirements in lei dropped in 2014 to 10%, and reserve requirements for foreign currency were adjusted to 14%.   
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3. General aspects regarding non-performant loans                In the next period it is estimated that this vulnerability of the Romanian banking system will be reduced due to: (i) improving trend in the recorded values of variables defining the domestic macroeconomic frame (GDP, inflation, wage income, unemployment etc.) ; (ii) the need to resize banks' balance sheets by increasing interest bearing assets to support their operational efficiency, under proper management of credit risk; (iii) lowering the cost of credit in the context of embedding pulses transmitted through monetary policy instruments used by the central bank; (iv) acceleration of the process of cleaning the banks' balance sheets of non-performant loans fully or partially covered, with adjustments for impairment.                 NPL ratio showed in Image 7 increased during the analyzed period (from 20.3 percent in June 2013 to 21.9 percent in December 2013 and, respectively, to 22.3 percent in March 2014), mainly due to the occurrence of the base effect (total volume of credits for which the capital demand related to credit risk is determined according to the standardized approach decreased from 210.5 billion lei in June 2013 to 195.1 billion lei in December 2013, respectively 194.2 billion lei March 2014), the volume of non-performing loans increased only marginally in the current year.  
Image nr. 7. Non-performing loans at the aggregate level 

 

  Yellow: volume of outstanding credits for over 90 days (gross exposure, standard approach) Red: percentage of outstanding credits for over 90 days (gross exposure, standard approach) in total analyzed credits Blue: percentage of outstanding credits for over 90 days (gross exposure, standard approach and internal models) in total analyzed credits      Source: National Bank of Romania                 Starting from March 2014, the central bank changed its methodology for calculating the rate of non performant loans by incorporating portfolios for which capital requirement for credit risk is determined according to the approach based on internal ratings.                 Since the second quarter of 2014, the indicator has followed a downward trend, amounting to 20.4 percent in March 2014, respectively, from 17.7 percent in July 2014,  Image 7 as a result of operations carried out by a number of banks consisting of taking off the balance of non-retrievable credits fully covered, or covered to a very high degree by the adjustment for impairment.  
4. Dynamics of credit application 

               At the aggregate level, in Q3 / 2014, banks reported a moderate reduction in demand for loans from non-financial companies, Image 8, the evolution having a generalized structure. The only market segment that has experienced a slight advance was the demand for long-term loans related to large companies.           
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Image nr. 8. Dynamics of credit application (net percentage (%))  

 
     Note: Positive values of the net percentage indicate an increase in demand for loans      Source: National Bank of Romania                 For Q4 / 2014, credit institutions expected a decrease of the aggregate demand for loans amid a reduction in demand for short and long term loans from corporations, while in the case of small and medium companies there is expected an increase in demand for loans regardless of maturity.  
Conclusions                A growing vulnerability of the Romanian banking system is the lower and lower quality of the loan portfolio, which occurred since 2009 and continues today. To this is added the additional burden that must be supported by the borrowers who took loans in foreign currency and are uninsured against the currency risk. According to central bank specialists, although non-performant loans are at a manageable level, their growth is a concern for financial stability.                 In Romania banks have coped with all factors of financial instability in a context of general instability generated by the transition. For Romanian banks, the transition meant changing the statutes, the legal framework of operation, freedom to choose internal and external partners, competition from other banks and other financial institutions.                In the banking sector, growth has become an essential attribute of bank performance. It is not a purpose in itself, but it is required for profitable investments in new technologies, possible only in conditions of "mass production". The growth in the banking sector has two components: an increase in traditional banking (lending to customers, making transfers, asset management) and growth in the new banking services (cash management, capital market operations, computer and information services, insurance). It is characterized by the fact that it takes place in a competitive context and has as a result the provision of a wide range of services by the financial institution. Some of these services are new and the staff is inexperienced, whereas others involve operating in markets that banks are not familiar with, which makes the staff appear unprofessional.                Therefore the image of banks in financial markets tends to be poor, because they risk being treated by more specialized partners as formed randomly conglomerates, run by people ignorant in new areas of expertise, and unaware of net gain or specific risks.                Under the conditions of a correct management, increasing operations in two large areas - traditional and new services - should have a synergistic effect. But losses suffered by some shareholders and income volatility results in reduced market value of banks, making it extremely expensive to purchase additional capital (necessary for the overall protection of the institution in growing conditions). Because communication of banks with the public and even with shareholders, in terms management of bank risk,  is poor (especially in Romania),  the market tends to treat all banks equally.                An important aspect is that the management of the bank, especially its management policy should be guided by the following action strategies: reducing nonperforming loans by improving credit strategies, namely a rigorous choice of customers, using levels of specific interests and commissions; improving the solvency ratios by increasing owned capital in total assets and decrease of the ratio of the risky asset in total assets; improving profitability indicators by increasing the share of net profit to total assets and income. 
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               It is equally important to increase confidence in the reliability and performance of employees of banks, training, educating and training them by attending specialized training programs; increasing computerization of banks by providing equipment and hardware and software products for the highest performance; in the current financial crisis, banks must use special loan programs and external credit lines to obtain credit from major international institutions or European funds; improvement of planning allocated resources so that all the proposed programs be respected; growing interdependence between management of banking risk and maximizing of banking performance; gradually improving prudential indicators.   
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