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Abstract: The management of available assets and liabilities represents an integral part of the banks planning process as well as of other financial entities. This concept in basses on the idea that every bank has to concern about administration of their available assets and liabilities as an integrated system taking onto account that the assembly of the two has an important contribution to the profitability subject of assuming of some adequate risks. The minimum stock of money imposed by The National Romanian Bank has to be taken into consideration primary when placements are decided. In this respect the funds which can be invested equals the whole amount of earners less the obligatory minimum stock of money which is retained in cash in placements agreed by The National Romanian Bank, resulting a diminishing of the active average interest. 
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1. INTRODUCTION

In the first part of the paper, we analyze the macroeconomic and financial environment of  Romanian banking system, the main sources and costs of the bank resources. In the second part we investigate solutions to improve bank performances within the context of constrains imposed by National Bank of Romania.

2. THE ROMANIAN  BANKING SYSTEM
The Romanian banking system faces an accelerated evolution, determined by the necessity to adapt to the operating requirements of the transition towards the market economy. The increase of its complexity correlated with the demand for an ever growing speed of response to the external stimuli from the real economy, as well as the necessity for increased efficiency impose the development of a set of modern techniques of calculation in this system. The relations of interdependence between the various departments of a bank require a systemic and integrating approach to such a development. The dynamic character of the development and operation of the system caused by the impact with the environment to which it belongs, characterized by a continuous change in all of its components (legal, economical, cultural) and by an increasing internal and external competition must also be taken into account. 

As agents acting between entities and individuals with resources in excess and individuals and entities short of resources and in compliance with their own interests and according to their strategies, banks can boost the development of certain activities and stimulate new consumption and saving behavior at company level. Unfolding a constantly lucrative and safe activity requires the onset of an optimal, well balanced relation between resources and investments. Consequently, the role of resources management is very important for every bank. Banks draw the amounts to be invested from three main sources:

1. Own resources from the joint stock and own funds constituted according to BNR’s regulations and to the Bank’s own strategies;

2 Community and corporate funds, including also the resources from other financial institutions;

3 Loans from other banks and financial institutions, local or foreign, and also from the central bank.

Within the context of fierce competition and continuous changes in the Romanian economy, the bank decided to increase the weight of the resources resulted from deposits within the total amount of resources, them providing a greater stability in time and allowing the bank to make investments under better terms and conditions. The bank also aims at reducing its reliance on the institutional financing provided by other similar banks and big depositors which might impose bigger interests in mutual relationships.

The development of the bank’s activity is directly related to the increase of the amount of resources and of their diversity, and to structural improvement for an ongoing increase of the constant resources of which the most important being the deposits at maturity. The costs of the resources classified as follows are also taken in consideration: own and transient resources at zero costs, third parties sight availabilities at low costs, deposits at maturity at high costs, loans from other banks at very high costs.

The owned capital, constituted from stock, reserve funds, general reserve for credit risk, development funds, tangible funds, other reserves and funds, represents 10% of the bank resources. The major role of owned capital is to provide proper solvability. Therefore owned capital must be preserved at proper levels. If the attracted resources are too high as compared to the capital, they can decrease the capital capacity to face eventual disturbances.

Resources from the availabilities of the account holders' represent 75% of the total resources of the bank, the deposits at maturity having the biggest weight. These give the stability character to resources, on their grounds being established the average cost of the resources. Loans from banks are a supplementary source, but are used only if necessary, due to their higher price. In special cases when the aforementioned resources do not cover the necessary, the bank resorts to overdraft, this method being penalized with a very high interest by BNR.

To avoid such situations but also to provide a low average cost of the resources as well as their stability, the bank supervises throughout specialized departments the evolution of the resources, money market’s orientations, the position of liquidities in lei and currency.

Monitoring the financial markets, aiming to provide the optimal level of liquidities, is made by participation in internal interbanking market and in arbitration activity in international market. Different liquidity indicators are calculated on a daily basis by taking in consideration all sight availabilities, total deposits, total deposits + loans and total assets. In order to analyze the bank’s capacity to meet its obligations the exposure is determined daily depending on cash availabilities and deposits. The cash risk is also permanently taken into account and hence the focus is on the resource stability, i.e. on deposits at maturity. The main components of the treasury activity are: administration of assets and liabilities, ensuring the bank’s liquidity, interests policy, exchange rate policy, administration of interest rate and exchange rate risk and operating with real positive interests rates.

The whole activity of the bank is revolving around the permanent interest for the resource/investment ratio. The purpose of the banks activity is to obtain profit and profit is the result of the difference between the income obtained from the interest on investments and the expenses determined by the costs of attracted resources. Subsequently, given the fact that the resources attracted through maturity deposits exceed 2/3 of the total resources of the bank we can follow up the connection between the analyzed system and the other sub-systems based on the influence that the attraction of resources has over the activity of the other departments. The asset/liability ratio as resulting from the balance sheet shows the relation between the attracted deposits which represent the weight and the investments of the subsidiaries. 

This reveals the double, interdependent relation between deposits and credits. In order to secure profit to meet shareholders’ expectations, a permanent correlation between the active and passive deposits and also between interests on deposits and credits must be put in place and operational at all times.

3.  SOLUTIONS TO IMPROVE BANK PERFORMANCES
The Board of the National Bank of Romania has decided to raise the minimum reserve requirement ratio on foreign currency-denominated liabilities to 35 percent from 30 percent, tighten control over liquidity and measures to reduce credit growth, standing ready to use its entire array of instruments to counter growing inflationary pressures. The NBR Board believes that growth of consumption is unsustainable, a trend which implies a tighter economic policy mix to safeguard the continuation of disinflation in the medium and long run.
Developments in the macroeconomic area reveal a notable deceleration of the increase in domestic supply and productivity, while consumption growth stayed strong, at levels similar to the same period of 2004. The increase in domestic demand still significantly exceeds domestic output, thereby sharpening the external imbalance and fueling lasting inflationary pressures. The NBR Board has assessed the current economic conditions, both domestically and internationally, as well as the associated risks and uncertainties, and has decided to tighten control over liquidity and measures to slacken credit expansion. In this context, the NBR Board has decided to raise the minimum reserve requirement ratio on foreign currency-denominated liabilities to 35 percent from 30 percent. Given the forthcoming adjustments in administered prices, the fiscal position and of other economic policies envisaged for 2006, the NBR Board is ready to resort to its entire array of instruments to counteract growing inflationary pressures in the period ahead.
Through a drastic measure but cheap from the point of view of sterilization costs, NBR decided to bring a correction  to the credits in RON after a long period when it  had painstakingly encouraged the credits in RON against the credits in hard currency. The increase by 4 points of the minimum statutory reserves (MSR) for the amounts drawn in RON with maturity periods under 2 years, sets back this administrative instrument to the level of four years ago when NBR initiated a process to reduce the reserves in RON in parallel with a constant increase of the reserves in hard currency.

The National Bank does not get recourse to interest as a main instrument of monetary policy but, instead, prefers to enforce a100% safe administrative measure:  NBR “bleeds” the banks in a fast way and at minimum costs given the fact that the reserves in RON are remunerated with 1.7% per annum whereas the sterilization operations would cost the Central Bank interest rates up to 8.76% per annum.

For several months, the statistics of the National Bank have been forecasting, at first sight, a moderation of the credits in RON which would suggest that other administrative measures such as the increase of the minimum reserves in hard currency up to 40% of the total foreign currency liabilities and the introduction of a maximum limit of the currency credit balance for each and every bank, could have led to some results. 

This image is somewhat deceiving given the fact that major banks, members of international banking groups, have forthwith started to export some of their credits in hard currency. This tendency became obvious when the total assets reported to NBR registered, in some cases, substantial drops at the end of the first quarter as compared with the levels reached in December 2005.

The banks are now compelled to come up with solutions for credits in RON so that NBR could be looking at a picture of its liking. Following the accession of Romania to the European union, on January 1st, 2007, NBR will find it less lucrative to take such administrative measures once the foreign banks are habilitated to become direct, active players on the market.  Although   the accession horizon is very close, NBR continues to increase the levels of the statutory reserves thus widening the gap between the levels in Romania and the levels in the neighboring countries. Even though it had had the occasion to increase the monetary policy interest rate by more than 0.25 percentile points and given the international context, NBR did not go for it, probably thinking of the sterilization costs and also of preserving the maneuver space it had already gained.

What measures will NBR consider if it will be dissatisfied with the results obtained by increasing the minimum statutory reserves (MSR) up to 20%? It is obvious that NBR would be tempted to try a new increase of the reserves if it considered that the boost given to credits in RON is too big.

NBR would have increased anyway the reserves because of the very quick growth of credits, such a  decision having nothing to do with the perspective of a growth of the budgetary deficit.  Both measures  - interest rate  increase by 0.25 points and the increase of MSR from 16% to 20%, ultimately aimed at continuing the deflation process presently, under threat from the new figure of the budgetary deficit and credit acceleration. In the case of the banks willing to keep their current margins unchanged, the increase of MSR will lead to a growth of credit costs by approximately 0.35 percentile points.

However, due to the competition on the market and to the wish of banks to widen their market share, I think that banks would rather not increase interest rates on credits in RON but would reduce their margins instead.  It depends on the strategy of each bank and, eventually, on the appetite of the population for credits which I expect to remain high. Any increase of the MSR will impact smaller banks with a more aggressive approach to the reduction of interest rates on the credits in RON. We don’t not see any additional maneuver space to narrow down the margins, so possible increases of the interests rates on the credits in RON are to be anticipated. We are afraid that the pressure of the competition will limit the increase of the interest rates on credits and that NBR will react by more aggressive increases of the MSR.

We consider that NBR is in a relatively sensitive position from the point of view of the balance between the credits in RON and the credits in hard currency even more so considering the battle fought to discourage the latter. Eventually, the purpose of NBR is to limit the growth of nongovernmental credits, both in RON and hard currency, awarding, however, a more seductive character to the credit in RON. How exactly will NBR manage to do that?

One obvious solution would be to further increase the reserve in hard currency but the problem is that banks have already found solutions for such measures, on one hand, and the increase of the bank costs with the reserves, which cannot be transferred to the credits with fixed interest rates or margins at a given moment, on the other hand, bring about a systemic risk which NBR obviously would not like to face. The increase of the reference rate would offer banks the possibility to increase the interest rate on deposits but any increase in MSR for RON is equivalent to a similar increase of the reserve costs which would lead to a situation identical to the one prior to the decision on bank liabilities.

Increasing the reserves implies a cost exceeding the 0.25 percentile point value set for the monetary policy interest rate. So the measure will contain no incentive for the banks to proceed with awarding higher interest rates on deposits. 

The increase of the monetary policy interest rate by 0.25 percentile points is regarded by analysts as a conservatory measure with too little impact, if any, on the market and which can be construed as being in line with the increase of the interest rate on EURO and RON. Commercial banks blame the high frequency with which the National Bank uses an aggressive instrument such as the rate of minimum statutory reserves.

Since the beginning of 2006, the Central Bank has already joggled with the reserve rates, first for hard currency and then for RON, the resulting instability influencing the possibility of banks to fundament their decisions on foreseeable costs.The bankers also consider unfair the lack of differentiation between the existing sources and the new ones created when  NBR imposes a higher reserve level. 

4. CONCLUSIONS

The management of available assets and liabilities represents an integral part of the banks planning process as well as of other financial entities. The banks are now compelled to come up with solutions for credits in RON so that NBR could be looking at a picture of its liking. Following the accession of Romania to the European union, on January 1st, 2007, NBR will find it less lucrative to take such administrative measures once the foreign banks are habilitated to become direct, active players on the market.  Although   the accession horizon is very close, NBR continues to increase the levels of the statutory reserves thus widening the gap between the levels in Romania and the levels in the neighboring countries. In order to maintain the dynamic of their activity, some banks managed to find out other solutions than social capital increasing.
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