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SUMMARY 

he research was conducted in an environment subjected to the greatest economic crisis 

since the Great Depression. Beyond the socio-economic effects on the real economy 

and the enormous costs generated, the economic crisis has had significant implications 

on the evolution of economic ideas. This has called into question many of the previous economic 

ideas, especially those related to the economic cycles. In a speech held by Nobel prize laureate, 

Robert Lucas (2003), at the Annual General Meeting of the American Economic Association, he 

said that "... macroeconomics succeeded: its central problem of depression prevention has been 

solved for all practical purposes, and in fact, for many decades." The long period of relative 

stability which caracterised the economy before the crisis was the main determinant in forming 

such opinions. Besides, this was also the reason why many of the signals of potential problems 

were ignored. Most of the crisis emerge due to an increase in the price of an asset far beyond its 

fundasmental value (Roubini & Mihm, 2010). This fact was more than evident before 2008, and 

the assets whose value grew in a spectacular way were constructions. The unsustainable growth 

was visible in the excessive debt accumulated in parallel. Most of the times, a speculative bubble 

is accompanied by an increase in the supply of credit and the pre-crisis period was no exception 

to this rule. 

 In the center of the crisis was the banking sector, which was held responsible for the 

emergence of the imbalances. In this context, more than ever it was necessary to analyze the 

existing regulations in this area, the market structure and the possibilities of reforming the 

banking sector. The increased size of the banking sector relative to gross domestic product, 

which previously was not a problem, became one of the most important concerns of the 

authorities. Not only the banking sector as a whole had become too large, but also some banks 

which were part of this sector. During the crisis, initially in the United States of America and 

subsequently in the European Union member states, problems faced by banks requiring 

significant interventions by central banks or governments in order to avoid bankruptcy. The 

rationale for such intervention was precisely the size of the banks which made unacceptable  a 
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bankruptcy, due to the major implications it would've had on the real economy. The process of 

saving banks generated huge costs, most of which are paid by taxpayers. The problems exposed 

by the crisis forced the rethinking of the policies and the regulatory framework implemented in 

the banking sector. A lot of the post-crisis new rules aimed at mitigating the risks in the system 

and the creation of a safer banking sector. A significant responsibility for the crisis was attributed 

to the to banks too big to fail banks. They are considered too large and too complex in order to 

be regulated and supervised effectively. Moreover, competition in a sector dominated by large 

banks could be compromised. In this context, many of the regulations adopted took into account 

this segment of the banking sector. Even so, after nearly a decade since the adoption of the first 

reform measures, the banking system remains relatively large in relation to gross domestic 

product and with banks that are too big to fail. Avocates of this type of organizations seek 

alternatives measures to minimize the risks taken by the banks, while opponents of the too big to 

fail banks argue for separation of the banks in smaller financial organizations and for more 

competition among banks. 

 The enormous costs associated with saving the banks have brought to the fore financial 

stability, while interconnections between banks made systemic financial stability become the top 

priority for regulators and supervisors. Since the effects of a crisis are manifested in almost all 

sectors, the total costs are very difficult to calculate. A report published in July 2015 by Better 

Markets, calculates an estimated cost of the financial collapse and the economic crisis caused by 

the Wall Street in the United States. The report presents the costs generated by historical high 

unemployment, underemployment, long-term unemployment, foreclosures, large and small 

bankrupt enterprises, lost savings, postponed or refused pensions etc. From their calculations the 

total cost in July 2015 reached 20 trillion dollars and it is estimated to grow in the future. 

Considering these aspects, it is safe to say that one of the factors that make stabiliy so important 

it is exactly the costs of its absence. 

 At the European level, the presence of foreign-owned banks from the western Europe in 

the Central and Eastern Europe states has created a predisposition of their economies to the 

contagion phenomenon, thus increasing the likelihood of risks related to capital movements. 

Moreover, the deleveraging process was stopped only by signing commitments under the Vienna 

Initiative. 
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 The imbalances have also raised certain issues of coordination between authorities in 

different European countries. These issues, along with the measures taken to rescue the banks 

constituted the premises for the Banking Union project, the most important reform of post-crisis 

european banking sector. 

 Not infrequently, during the crisis, competition among banks was the main subject of 

debate. Competition in the banking sector was often seen with suspicion, being considered a 

factor of instability in this sector. The studies conducted on the interaction between competition 

and stability in the banking sector were not conclusive, the results were usually sensitive to 

theoretical assumptions, risk measurement methods, measurement methods of competition, and 

to the data used. Given the uncertainty regarding a possible trade-off between competition and 

stability as well as the current economic context that has put the spotlight on large banks whose 

bankruptcy has become inadmissible during the crisis, it was considered relevant to study this 

issue. Regarding the big banks, their existence has been deeply criticized by the economist 

Joseph Stiglitz (2010), who also proposes dividing the banks and intensifying competition in this 

sector. 

 The main objective of the paper is to analyze the link between competition and stability 

in the banking sector in the context of appropriate sectoral regulations. Setting this goal comes in 

a context in which competition between banks was often cited in those debates which considered 

the causes that led to the economic and finanicial crisis. The study regarding the relationship 

between competition and stability was based on the Romanian banking sector. The importance of 

this analysis stems, on the one hand, the fact that the previous analyzes reached different results. 

Some studies estimate that more competition in the banking sector leads to instability, while 

others show that increased competition facilitates companies' access to financing and it is 

beneficial for stability. On the other hand, the importance of this analysis derives from the fact 

that such an analysis has not been performed so far on the Romanian banking sector. 

 The secondary objectives of the thesis focused on: (i) the analysis of the economic and 

financial imbalances that marked the beginning of the XXI century, (ii) the identification of the 

causes that led to these imbalances and (iii) the identification of the measures that should be 

taken to combat and prevent the emergence of future imbalances of this magnitude. These three 

secondary objective were carefully selected, based on previous research and are closely related to 

each other. This research conducted in the first years has shown that studying and understanding 
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the causes that led to instability are essential to achieving a pertinent analysis of the regulatory 

framework and in order to make new proposals for action. Moreover, given that the ultimate goal 

is to ensure the stability of the banking sector, the three secondary objectives complement the 

main objective. 

 The paper has  both a theoretical and practical contribution. From a theoretical 

perspective, the contribution it is less pronounced but it can be found in the definition given to 

the concept of financial stability, namely: a stable financial sector can be defined as a sector 

whose lending activity is accompanied by a simultaneous increase in voluntary savings, in an 

amount at least equal to the new credit created by the financial organizations. 

 The practical contributions can be found in the case study conducted on the Romanian 

banking sector. The analysis covers the link between competition and stability. For each of the 

two concepts has beent established a measure indicator. After calculating the related indicators, 

they were included alongside other relevant variables in a model. The model aims to identify 

how competition affects stability. Specifically, the model shows if, in the Romanian banking 

sector, competition leads to more stability or, on the contrary, produces instability. 

 A preliminary analysis, based on the simple comparison of the results obtained for the Z 

score and the Lerner index shows that banks with more market power are more stable. This result 

supports the competition-fragility hypothesis and not the competition-stability hypothesis. 

 The results obtained through further analysis based modeling shows that for those banks 

included in the analysis, the variables used to test the relationship between competition and 

stability in the Romanian banking sector do not explain the stability or instability within this 

sector. Following this analysis it can be stated that stability is influenced by other variables, not 

included in the analysis, and less by the competition in the sector. 

 Regarding the methodology used, the thesis begins with a research from secondary 

sources, which combines a range of methods and techniques adapted to the goals. The theoretical 

part of the work is mainly supported by scientific documentation from books, studies and other 

thype of research conducted in this field and continues with accessing current information on 

different portals and specialized websites. The main methods used in this part are content 

analysis, comparative analysis used to emphasize the characteristics of different concepts and 

notions, deduction and induction. Instead, the practical part of the work was based more on 

statistical and mathematical methods, qualitative and quantitative analysis. 
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 The paper is structured into 5 chapters aiming to achieve the proposed objectives. The 

thesis begins with a brief introduction on the general lines of the study and ends with the 

conclusions and the proposals of the research. 

 The first chapter reviews the important events that occurred during the 2008 crisis and 

their implications on different economies and the solutions adopted by the authorities to exit the 

crisis, while a number of potential alternatives are advanced. 

 Whatever the causes that led to the crisis and the entities responsible, at the time of its 

manifestation quick actions were needed to prevent further problems. The first measures taken 

were aimed at saving the banks and prevent instability expansion. With the collapse of the first 

banks confidence in the banking system began to decline, uncertainty has spread, many banks 

encountering liquidity problems. In this context, the central banks provided individual and 

aggregate support to the banking system. The individual support consisted in financial support to 

banks that have experienced problems or other type of assistance that included the 

nationalization of some banks, the takeover of some of the toxic assets of the banks, assistance in 

mergers or takeovers. The aggregate support refers to the monetary policy measures or other 

measures in support of the banking system as a whole. The problem of conventional monetary 

policy measures applied during the crisis is that it might prove ineffective, which also happened 

during the recent crisis. Therefore, authorities were forced to resort to other, unconventional 

measures, such as the provision of liquidity facilities or programs of quantitative easing. 

 Fiscal policy has been engaged alongside the money to rescue banks. Some of the 

suggested solutions to overcome the crisis involving increased public spendings to support the 

economy to overcome the crisis. To this end in the United States was bound by law the amount 

of $ 787 billion. This was use to support different fields as: agriculture, infrastructure, energy, 

tax credits for those who buy their first home, social measures etc. At the European Union level 

were also adopted similar fiscal measures, such as, for example The European Economic 

Recovery Plan in 2008, which employ 200 billion in various projects to boost demand. 

 The economic crisis has highlighted some weaknesses in the banking sector and beyond. 

These are mainly related to the compensation systems. Remuneration in the financial system is 

based, perhaps more than in other sectors, on the performance of the employees. Although 

establishing a system of compensation based on performance is a desirable thing, the financial 

system presents some specific features in this regard. On the one hand the existence of the 
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principal - agent problem, and on the other hand, unlike other sectors, this sector creates systemic 

risk and works with other people's money. One way in which the compensation problem could 

be solved is to use the funds from shareholders and managers for bailing out the banks in crisis. 

This could be considered a form of bail-in. 

 The intensification of the problems in the banking sector has brought in the center of the 

debates  the credit rating agencies. Reviewing their activities is another measure that should be 

taken into consideration for a better predictability on the risks in the banking system. To this end 

it is proposed that before granting a grade, agencies to be required to submit the analysis to a 

commission, probably located at the Securities and Exchange Commission, to review the 

information. In this way, agencies would not be tempted to give better ratings just to attract more 

customers. This method of determining the ratings would also solve the problem of competition 

in this market. The existence of a higher degree of transparency and prior verification could help 

to avoid situations in which for the same product evaluated two or more agencies offer different 

grades. And in these new circumstances, the election of the agency to carry out the assessment 

would be made more performance-based. 

 Chapter two presents the Great Moderation period and the factors held responsible for 

this prolonged period of stability. The work shows that the factors that made possible the Great 

Moderation are still present in the economy, and this prolonged period of stability could be 

reached again if it is acted in the right direction, as for example, to improve fiscal policy or to 

reduce inequalities. Regarding fiscal policy, reducing the time lag between when the need for a 

change in fiscal policy arises and the time in which the adoption of this amendment is taken. 

Thus, expansionary fiscal policy for example, can be adopted when the economy is already in a 

process of recovery after a shock and its effects, that also occurs with a time lag, will end up 

having the opposite effect to the one intended. On this basis, an improvement of fiscal policy 

response to shocks could be one of the means in which the negative effects of economic 

imbalances can be reduced. 

 Reducing inequalities may also constitute a stabilizing factor by supporting a more 

sustainable economic growth tilting the balance from the consumption on debt, which 

characterised the 2008 crisis, to the consumption based more on savings.  

 However, although growing inequality has an impact on the ability of the economy to 

recover post-crisis, it can not be considered a cause of the occurrence of instabilities. Imbalances 
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are the result of the accumulation of debt. The role of banks in the process of accumulation of 

debt can not be ignored. The relaxed lending conditions were an incentive to increase the 

consumption on debt for the lower and middle level social classes. 

 The analysis conducted in this chapter continues with identifying the causes that favored 

the resurgence of crises. The research shows that the main cause of instability is credit 

expansion. Excessive credit expansion may lead to less efficient investment, making these loans  

nonperforment. This chapter also includes a model which examines the relationship between 

nonperforming loans and economic growth showing that a large volume of nonperforming loans 

will lead to economic contraction. 

 Chapter three highlights the most important changes that occured within the regulatory 

framework. The first section of this chapter analyzes, from a historical perspective, the main 

adjustments in the regulatory framework, following the manifestation of crises. Also, there are 

highlighted and evaluated the measures taken by the authorities at that time to restore stability. 

 The analysis of the previous and recent banking crises identifies some differences and 

similarities. The most important difference between the analzyed financial imbalances is 

considered the significant growth of the cost associated with the present banking crisis compared 

to those associated with the crises manifested in the late nineteenth - early twentieth century. The 

increased costs make it difficult to apply a similar policy to that adopted by the Bank of England 

for example, in 1866, namely that of not to intervene with financial support to rescue banks. At 

the end of the nineteenth century the effects of a bank's bankruptcy on the economy were not as 

prominent. Instead, today, Lehman Brothers failure caused significant losses to both the financial 

system and the economy. Nevertheless, the manner of action of the Bank of England in 1866 

should be taken as an example for future reforms in the field. Although it is quite difficult, the 

new regulations should follow the same path as those adopted by the Bank of England, or 

alternatives to the current arrangements to rescue banks should be found so as the burden of 

rescuing the banks to not fall on the taxpayers. 

 The similarities consist in the continuous use of the deposit insurance systems whereby in 

both periods were created serious moral hazard problems. This form of protection should be 

abolished and replaced with a more rigorous discipline in the banking sector. 

 Another issue highlighted by the analysis conducted in this chapter is that in most 

countries analyzed, most of the banks that had problems were well capitalized. Therefore, even if 
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the level of capital is appropriate, without accompanying measure it can not ensure the stability 

of the banking system. 

 The last sections of this chapter describe the changes made to the regulatory framework 

as a result of the 2008 crisis focusing on the Basel III Agreement and on the Banking Union. 

 Chapter four presents the evolution of the competition policy and its particularities with 

regard to the banking sector. Also, in this chapter the concept of stability is defined and are 

presented the reasons for which financial stability has become such an important element. 

 Although the literature presents several definitions for the concept of stability in this 

paper it was used a new definition. Given that one of the objectives of this work was to identify 

the causes of instability the new definition of stability was based on these considerations. 

 The chapter continues with the presentation of the relationship between competition and 

stability from a theoretically perspective and with the identification of the main indicators used 

to measure competition and stability. 

 The evolution of the competition policy was based on a certain perspective on the 

relationship between competition and stability. In the first phase, the reluctance to the 

competitive banking systems was driven by the belief that competition can damage the stability 

of the system; in the second phase, the idea that competition promotes stability begun to gain 

ground. Today, there is an intense debate not as much on the role of competition but on the level 

to which it can occur without jeopardizing the stability and sustainability of the system. 

Moreover, the crisis has reiterated some previous beliefs regarding the effects of competition in 

banking. Thus, the opponents of bank competition presented arguments supporting the ideea that, 

at least partly, competition is responsible for the crisis. Instead, advocates of competition in 

banking suggest that the intensification of competition can have significant benefits on the access 

to finance. The literature presents the two visions as two hypotheses: the competition-fragility 

hypothesis and the competition-stability hypothesis. The studies conducted to test the two ipotze 

show different results. The justification for these differences is attributed to the degree of 

development of the banking sector and to the existing regulations at the national level. 

 The fifth chapter contains a brief overview of the Romanian banking sector and continues 

with the model used to test the relationship between competition and stability, based on data and 

information on the most important banks in the country. 
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 The analyzis shows that the Romania's banking sector proved to be solid during the crisis, 

the most important problem encountered with some time lag since the crisis, was the increasing 

of the nonperforming loans rateo. Managing this problem meant engaging in a long process of 

cleaning the balance sheets of the banks which, although it affected temporarily the profitability 

of banks, it allowed the resumption of the lending activity. 

 Regarding competition, the Romanian banking sector compared to other European Union 

member states, shows an average level of competition. Comparing the values of the 

concentration index HHI, obtained in 2015, between states, it is noted that in countries such as 

Spain, France and Italy the banking sector it is highly competitive while in countries such as 

Slovenia, the Netherlands and Finland the index values indicate a highly concentrated market 

structure. 

 A primary analysis of the relationship between competition and stability in the Romanian 

banking sector suggests that banks with greater market power are more stable. This result is 

highlighted by simply comparing the results obtained for stability indicator, the Z score and the 

competition indicator, the Lerner index. 

 A further analyzis which involved testing the two hypotheses competition-fragility and 

competition-stability shows that the variables used to test the competition-stability hypothesis in 

the Romanian banking sector does not explain the stability in this sector, measured by the Z 

score. The results show that these variables are not significant in statistical terms. Similarly, 

competition variables used to test the competition-fragility hypothesis do not explain the risk 

within the banking sector, measured by the nonperforming loans ratio. 

 Given the results of the preliminary analysis which supports the competition-fragility 

hypothesis it should be noted that although market power could lead to more stability in the 

banking sector, one should not forget that stability depends on other factors as well, not only on 

competition. In this context, if the negative influence of these other factors is greater than the 

positive effect of market power, system problems would be inevitable. In an environment 

characterised by low competition, with big banks, the negative impact of the bankruptcy of a 

bank with high market power will be superior to the bankruptcy of a bank smaller bank,with low 

market power. 
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 On this basis, a crucial question arises: are there preferred the rare instabilities of a 

banking system dominated by large banks or the more frequent instability of a more competitive 

banking sector, with smaller banks? 

 Future research should aim to include in models used to test the competition-fragility 

hypothesis and the competition-stability hypothesis an indicator for contagion. From this point of 

view, this paper presents some limits. Including an indicator for contagion would present a more 

clear result on the two assumptions. At the same time, it could provide an answer to the question 

above, based on mathematical results. 

 


