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ROMANIA
- Overview -

1. Location

• In the South-eastern part of Central Europe, on either side of the Carpathians, on the
lower course of the Danube (1,075 km), with exit to the Black Sea (coast line 245
km);
• Boundaries: 3,150 km;
• Neighbouring countries: Bulgaria, Hungary, the Republic of Moldova, Serbia and
Ukraine.

2. Area

• 238,391 sq. km (ranking twelfth in Europe);
• Land use: farmland 62 percent (of which 39 percent arable land),
forest 28 percent, other 10 percent.
21.6 million inhabitants on 1 July 2005 (ranking ninth in Europe);
Density: 91 inhabitants/sq. km;
Urban: 54.9 percent;
Ethnic structure: Romanians 89.5 percent, Hungarians 6.6 percent,
other 3.9 percent;
• Administrative organisation: 42 counties, including Bucharest Municipality
(enjoying county status); 314 towns (103 municipalities) and 2,827 communes;
• Capital city: Bucharest (1.9 million inhabitants);
• Official language: Romanian.

3. Population

•
•
•
•

4. Government

• Republic;
• Legislative body: Parliament (Senate and Chamber of Deputies);
• Executive body: government headed by Prime-Minister (appointed by the President,
following general elections); President elected by universal vote for a five-year
mandate.

5. Currency

• Romanian leu (RON); fractional coin – ban;
• Current account convertibility and partial capital account convertibility;
• Exchange rate set in the interbank forex market on a daily basis;
reference currency – euro.

ABBREVIATIONS
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Overview of the main economic and financial developments
in 2005
1. Key macroeconomic indicators
From 1989 onwards, the year 2005 stands out by the numerous challenges the
National Bank of Romania had to deal with in formulating and implementing its
monetary policy. Apart from several major events already on its agenda, i.e. the
shift to direct inflation targeting, redenomination of the leu, implementation of the
Electronic Payment System, the Romanian central bank had to cope with the
constraint arising from the need to continue capital account liberalisation, in
accordance with the commitments assumed during the negotiations with the
European Union. All this occurred against the background of generally pro-cyclical
government policies, which gave an additional boost to aggregate demand when
the positive output gap was already high, and of the most severe floods that hit the
country in the past 35 years.
A series of adverse international developments, of which special mention deserves
the spike-up in the oil price, added to the aforesaid constraints, limiting
considerably the monetary authority’s room for manoeuvre. With interest rates on
the main international financial markets at historically low levels (particularly in
the first part of 2005), the National Bank of Romania’s monetary policy decisionmaking became even more intricate. All through 2005, the pick-up in inflationary
pressures and the improved economic outlook made the monetary authorities in the
United States and the eurozone lever up key interest rates, which gradually eased
the National Bank of Romania’s leeway in the final months of 2005 and the early
months of 2006. As a result of increasing global inflation expectations, the gold
price went up markedly, hinting at world economy entering a new stage of the long
development cycle.
The above-mentioned difficulties notwithstanding, macroeconomic consolidation
continued, albeit at a slower pace than in the previous years1.
Economic growth. GDP grew by 4.1 percent in 2005, the real dynamics slowing
however to less than half over the year before. This development was attributed to
the slower rate of increase of domestic demand, supply-side shocks, and the wider
negative contribution of net exports to economic growth.
In year-on-year comparison, the pattern of economic growth altered, with gross
fixed capital formation becoming the fastest-expanding component of aggregate
demand, up 13 percent. By contrast, the annual growth rate of final consumption
1

This fact was indirectly confirmed by the European Commission, which considered Romania’s
joining the European Union on 1 January 2007 to be menaced solely by non-economic risk factors.
National Bank of Romania
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lost momentum, with the advance in household consumption slowing by nearly
4 percentage points to 9 percent. This performance should not however be viewed
as a weakening of inflationary pressure exerted by household consumer demand, as
its chief driver was a sharper retrenchment of self-consumption and of purchases
from the agri-food market, amid the rough farming year, which entailed a supplyside shock (gross value added in agriculture dropped 13.9 percent as a result of a
base effect and severe weather conditions). In fact, the annual growth rate of
purchases of goods and services accelerated to 17.7 percent, from 12.5 percent a
year earlier, driven largely by the substantial increase in wage earnings after the
introduction of flat tax and the hike in the whole-economy gross minimum wage,
wage bargaining in the private sector, and budgetary sector indexations. Household
consumption was additionally fostered by the readily-available (bank2 and nonbank3) finance, the persistent slowdown in saving dynamics and, to a certain extent,
the rise in employment.
The lingering propensity of households towards consumption failed to spur the
growth rate of domestic output, hinting at a larger contribution of imports to
accommodating household demand because of inflexible supply. The same holds
true in respect of investment demand and productive consumption demand, since
the Romanian industry was still plagued by difficulties in meeting demand. The
weaker performance in industry (real growth of gross value added fell to 2.5
percent from 6.5 percent in 2004) was also the result of flagging exports growth
owing mostly to sluggish eurozone economy and less favourable external
conditions for some sectors (chemicals and metals in particular), the movements in
the exchange rate of the domestic currency, as well as competitiveness problems
encountered by the sectors holding significant shares in exports (metallurgy and
light industry, the latter being additionally hit by liberalisation of the world textiles
market at the outset of 2005).
Inflation. Disinflation continued in 2005, with the 12-month inflation rate
dropping at year-end to 8.6 percent, 0.7 percentage points below the year-earlier
reading. The progress in disinflation was much more visible in the case of the
annual average of inflation (down 2.9 percentage points to 9 percent) which
entered the single-digit region for the first time in 15 years. Among disinflationboosting factors, the following deserve mention: (i) cautious monetary policy
stance, with further restrictive monetary conditions, as illustrated primarily by the
nominal 6 percent strengthening of the domestic currency against the euro
(December/December) and the prudential and administrative measures taken with a
view to slowing foreign-currency-denominated credit growth; (ii) tight fiscal policy
for most of the year under review (the government budget showed a surplus of one
percent at end-November) and (iii) stronger competition in the retail sector, which
2

Although the monetary, prudential and administrative measures taken by the National Bank of
Romania during 2005 caused the annual growth rate of medium- and short-term new household loans
to decelerate, it topped in real terms 44 percent and 27 percent in case of RON-denominated and
EUR-denominated loans respectively.
3
Motorcar leasing, consumer loans granted by specialised companies.
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also had an impact on the productive sector (fostered additionally by the mounting
imports).
Nevertheless, the joint effect of supply-side shocks and protracted excess demand
caused inflation rate (December/December) to overshoot marginally the ±1 percentage
point band around the 7.5 percent target. On the supply side, the following factors
concurred to the slowdown in the pace of disinflation:
(i)

adjustments of administered prices, the annual change of which rose to
14.2 percent, far above the average rise in consumer prices and the yearearlier increase in administered prices. At the root of these hikes lay the
adjustment of electricity, heating and natural gas prices brought about by
the need to ensure cost recovery, a commitment the Romanian authorities
assumed to the European Commission to gradually bring the price of
domestically-produced gas into line with import price, as well as by the
soaring external prices of energy products;

(ii) ahead-of-schedule implementation of the calendar on upping excise duties
to bring them to the minimum level in the European Union;
(iii) sizeable increase in volatile prices (13.7 percent) induced by short supply
of foodstuffs within this category – i.e. vegetables, fruit, and eggs – and
disturbances due to bird flu towards the end of the year, as well as, in the
case of fuel, by the soaring oil prices worldwide;
(iv) half-hearted economic restructuring, which prevented domestic supply to
meet demand.
In addition, household consumer demand put further pressure on prices, with larger
financial resources paving the way for faster-growing purchases of goods and
services than a year earlier.
Consolidated general government deficit. Similar to 2004, narrowing of budget
deficit provided significant underpinning to the curtailment of inflation and
contained the further deterioration of the current account shortfall. Yet, most of
public spending was further unevenly incurred (the entire deficit was virtually
recorded in the final month of the year) and budget revenues and expenditures still
held a small share in GDP, i.e. around 30 percent, below the level set forth by
Romania’s commitments assumed on the road to EU accession.
External accounts. The growth rate of exports continued to lag behind that of
imports (17.5 percent and 23.9 percent respectively). The major culprits for such a
performance were the following:
–

impact of nominal appreciation of the domestic currency;

–

faster increase of real wage than productivity growth in industry;

–

keen competition from Asian countries, especially after the opening-up of
world trade to textiles;

National Bank of Romania
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–

limp growth of eurozone economies, particularly Italy and Germany, the main
outlets for Romanian-made products.

Given the circumstances, the share of current account deficit widened to 8.7
percent of GDP, compared with the revised figure of 8.4 percent of GDP in the
year before.
Mindful of ensuring current account deficit sustainability in the medium term,
several factors that could reduce it in the near term should be pointed out, as
follows:
–

direct investment and capital transfers accounted for 84 percent of deficit
financing, with medium- and long-term borrowings making up only 16 percent;

–

only 15 percent of total imports (18 percent, should motorcars count as
consumer goods) are intended for actual consumption;

–

this state of affairs is far less worrisome in a country where the external deficit is
generated up to 0.8 percent of GDP by the public sector and 7.9 percent of GDP
by the private sector than in a country where the two sectors hold equal weights4.

Unemployment. The unemployment rate continued to wane, from 6.3 percent at
end-2004 to 5.9 percent at end-2005. Even though these figures appear less
relevant for an economy characterised by temporary migration of workforce
abroad, they appear to reflect a better registration of workforce in the formal sector
of the economy. Furthermore, the figures point to a level close to “full
employment”, which could be an explanation for the wage increases exceeding by
far productivity gains and for the persistent inflationary pressures.

2. Correlation of macroeconomic policies
During the negotiations with the European Commission on Chapter 4 – “Free
movement of capital”, Romania undertook the commitment to liberalise the key
transaction, i.e. non-residents’ access to RON-denominated deposit accounts
opened with resident banks, in early 2004. Thereafter, in view of the substantial
interest-rate differential (attributed to the still high inflation rate in Romania), the
authorities were allowed to postpone this liberalisation stage for about one year,
until April 2005. Considering this constraint, the central bank started, in the latter
half of 2004, to swiftly cut interest rates on RON-denominated funds in order to
fend off massive inflows of speculative capital after passing to this liberalisation
stage. Specifically, in 2004 H2 the policy rate was gradually lowered from 21.25
percent to 17 percent, and to as low as 12.5 percent in early 2005. In an attempt at
preventing an inflation flare-up following the easing of the interest rate policy, the
4

Since the private sector can bounce back, in an extreme case, much faster than the public sector,
which is more or less rigid. In a certain accounting, and economic, sense the mere cut in reinvested
earnings and foreign borrowings taken by private businesses for investment in Romania may act as an
automated quasi-stabiliser, thereby reducing ceteris paribus the current account deficit.
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National Bank of Romania left the domestic currency to appreciate significantly in
nominal terms as a result of the increasing capital inflows by limiting gradually its
intervention in the foreign exchange market; the central bank refrained from
intervening in the foreign exchange market starting with 2005 Q4.
Given that the surge of capital inflows showed no sign of relief (in August they
went upwards of EUR 1.2 billion), the National Bank of Romania had no other
option but to further pursue its policy of deterring speculative influxes by reducing
the policy rate, which fell as low as to 7.5 percent in September. The effects of the
successive rate cuts were offset by the stronger domestic currency and the central
bank’s measures aimed at checking the expansion of non-government credit,
especially foreign-currency-denominated credit, by severely tightening some
provisions in the prudential norms.
Consequently, the final quarter of 2005 saw a relative stabilisation of both money
and foreign exchange markets, yet this balance was fragile, with the key interest
rates still negative in real terms (against ex post inflation).
Actually, the macroeconomic picture for the period subsequent to April 2005
proves that the effort associated with EU integration was definitely accompanied
by a reduction in the room for manoeuvre of the Romanian authorities, which
cannot afford interest rates that differ widely from those in the EU for fear of
resurgent speculative capital inflows. Overburdening of monetary policy becomes
therefore not only inefficient, but also counterproductive from the perspective of
long-lasting economic growth, and a consistent mix of economic policies
(monetary, fiscal and income policies) is vital to maintain macroeconomic
equilibrium.
Monetary policy. Design and implementation of monetary policy throughout 2005
had to deal with numerous challenges that implied changes in the operational
framework and the accommodation of temporary constraints.
Capital account liberalisation. The biggest challenge monetary policy faced in
2005 was to meet the need of pushing through disinflation in view of the limits on
resorting to interest rate policy as they arise from the unfolding of new stages set
forth in the capital account liberalisation calendar. It was not only the policy rate
that was dragged down to 7.5 percent in September 2005, from 17 percent in
December 2004, but also the interest rates on lending and deposit facilities
(in April and September 2005) to as low as 14 percent and 1 percent respectively.
During some periods, the central bank mopped up part of excess liquidity and thus
made commercial banks resort to the deposit facility, causing the effective average
sterilisation rate slip at times below the policy rate in a range from 4 percent to
5 percent. Hence, the most resorted to instrument in curbing inflation was the
exchange rate (which stood at RON/EUR 3.5111 at end-August 2005, down from
RON/EUR 3.9663 at end-2004), along with the administrative and prudential
measures aimed at putting a dent on the rise in foreign-currency-denominated
credit.
National Bank of Romania
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Introduction of inflation targeting. The second major challenge for monetary
policy was the shift, in August, to inflation targeting. Considering the restrictive
conditions already in place, one could wonder why the National Bank of Romania
did not choose to delay the introduction of the new monetary policy strategy. Some
of the reasons underlying this decision were the following: aside from its intrinsic
advantage in terms of analysis and prediction compared to the previous strategy –
monetary targeting, whose functionality dwindled amid steady substantial capital
inflows – inflation targeting requires a change in the behaviour of policy makers
(the government and the central bank). Thus, through improved communication
and greater transparency illustrated, inter alia, by the quarterly release of Inflation
Reports, the central bank anchors the public’s expectations and renders them a
more educated profile. Since multi-annual inflation targets are jointly agreed by the
National Bank of Romania and the government, a firmer commitment of the latter
is expected in order to attain them. Last but not least, central bank officials focus
on curbing inflation, leaving the other policies the task of adjusting the rest of
macroeconomic disequilibria. Of course, the threat of losing credibility is higher in
case of under/overshooting the inflation target. However, if a marginal
overshooting occurs (as it did in 2005) and its determinants are anticipated and
explained to the public, such a risk could be minimised.
Yet another challenge to monetary policy implementation was to maintain the
upward trend in financial intermediation by increasing the share of RONdenominated loans in non-government credit, which would entail an improvement
of the transmission mechanism5. With this end in view, the National Bank of
Romania resorted to a mix of measures, including prudential and administrative
measures. Thus, the reserve base for foreign currency-denominated deposits was
enlarged and the reserve ratio on deposits in domestic currency was lowered to
16 percent, from 18 percent. The prudential measures implemented in August 2005
were aimed at limiting credit risk for households by tightening their access to bank
loans. The administrative measures, effective September 2005, focused on limiting
credit institutions’ exposure to unhedged borrowers.
In 2005, monetisation of the economy, i.e. the share of M2 in GDP, rose to 30.1
percent, compared with 26.2 percent a year earlier, while financial intermediation,
i.e. the share of non-government credit in GDP, advanced to 21.1 percent against
17 percent in 2004. Non-government credit increased by a real 33.8 percent,
7.6 percentage points above the previous year’s level, due largely to faster growth
of RON-denominated credit than foreign-currency-denominated credit (56.8 percent
and 18.9 percent respectively). Against this backdrop, after hitting rock bottom in
May, RON-denominated credit accounted for 46 percent of total non-government
credit, and there are signs that in 2006 it will hold the largest share in total.
Monetary policy decisions were implemented via open-market operations,
including deposit-taking operations and certificates of deposit issued by the
5

Should the share of RON-denominated loans in non-government credit be small, the central bank’s
rate changes would be inefficient since they would affect only part of broad money.
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National Bank of Romania, and caused sterilization operations to rise to 61.7
percent share-to-GDP versus 44.4 percent a year earlier. The costs associated with
liquidity-absorbing operations, i.e. the interest paid by the central bank, dropped to
0.6 percent of GDP, from 0.9 percent in 2004.
Currency redenomination. Redenomination of the leu was carefully worked out
(in compliance with the provisions of Law No. 348 issued back in 2004) and was
regarded as a necessary measure in view of the following:
–

it marked the end of an inflation-plagued period;

–

it simplified a great deal the accounting and IT operations;

–

it made the general public accustomed to nominal values resembling those in
the euro area ahead of the introduction of the euro in Romania;

–

it helped improve Romania’s external perception given that only two European
countries, i.e. Romania and Turkey, had not completed the currency reform;

–

it hinged on a cost-benefit analysis revealing that keeping the old notes in
circulation would have been costlier than issuing new ones.

Overall, redenomination proceeded smoothly, as the public was informed about it
beforehand and hence the new notes and coins were well received. A significant
role in strengthening confidence played the long period of dual circulation (1 July
2005 – 31 December 2006) and the subsequent exchange that can be made without
any time limit at the National Bank of Romania’s units. Moreover, redenomination
had imperceptible effects on inflation, as traders had to comply with dual pricing
starting with March 2005.
Commissioning of the Electronic Payment System (EPS). The year 2005 saw the
commissioning of the three subsystems of the EPS, as follows: the system
processing large-value payments – ReGIS – on 8 April, the system processing lowvalue payments – ACH – on 13 May, and the system processing government
securities – SaFIR – on 3 October.
The major benefits deriving from the implementation of the above-mentioned
subsystems are the following:
–

shorter trading and settlement time;

–

substantially lower costs incurred by both banks and beneficiaries; for instance,
commissions charged by ReGIS and ACH were lowered by roughly 65 percent
March 2005 through March 2006;

–

paving the way for connecting the ESP to TARGET after Romania’s joining
the EU.

Fiscal policy. The consolidated general government deficit, projected at 0.7
percent of GDP (and revised subsequently to one percent of GDP to cover flood
National Bank of Romania
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damages), was a topic hotly debated by the Romanian authorities and the IMF
experts. The latter considered that a smaller deficit (below 0.5 percent of GDP)
should be achieved in order to fight inflation more effectively – given that
monetary policy was constrained by conflicting objectives – and to contain, be it
only marginally, the burgeoning current account deficit. On the other hand, the
government authorities brought forward the following reasons:
–

the need to ensure funds, via public spending, for infrastructure projects, even
at the expense of wider deficits, as well as the possibility of being granted preaccession funds under co-financing programmes;

–

swifter catching-up with the EU Member States by boosting GDP;

–

the atypical situation in Romania, illustrated by the prudent stance towards
budget deficit at odds with the behaviour displayed by either new or old EU
Member States in respect of compliance with the requirements of the Stability
and Growth Pact.

Ultimately, budget deficit came to 0.8 percent of GDP at year-end, showing an
improved performance year over year. Furthermore, this helped de facto drive
inflation down.
Other matters stirring debates were the cut in profit tax from 25 percent to 16
percent and the introduction of flat tax rate of 16 percent on income tax, both
measures being implemented by the incoming cabinet in an attempt to deliver on
their promises made in the election run-up. The issue at stake was not only the loss
of budget resources (equivalent to almost one percent of GDP yet offset by a
similar increase in collections from excise duties and value added tax), but also the
additional boost to consumer demand, as the tax cuts overlapped the substantial
pay rises in real terms in an already overheated economy.
Income policy. The income policy pursued in 2005 featured a loose stance that
contributed to the maintenance of excess demand and thus to the alleviation of
disinflation. The key aspects of income policy were the following: (i) the 8 percent
hike in budgetary-sector real gross wages on the back of annual indexations and
changes in the wage-setting system of civil servants (net wage rose by 15.4
percent, its faster pace being attributed to the impact of flat tax introduction);
(ii) the real 3.3 percent rise in household disposable income from both budgetary
and extra-budgetary sources6, with its key component, i.e. state social security
pension, being subject to regular indexation and the implementation of a new
realignment stage. The whole-economy gross minimum wage was raised by merely
10.7 percent to RON 310; however, after the wage bargaining between trade unions
and employers’ associations, the percentage rose to 17.9 percent, taking the figure
stipulated in the national collective labour agreement to RON 330.
Administered price policy. Apart from income policy, this policy was a major
contributor to the slowdown in disinflation and the overshooting of the central
6

16

State social security budget, unemployment fund, and health insurance fund.
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bank’s inflation target. It should be pointed out however that price liberalisation in
Romania started later than in its Central European peers (after eight to nine years)
and from lower levels. All that could be expected in this field is that the
implementation of this policy be made in a predictable manner and according to
schedule in order to allow gradual absorption of administered price adjustments
into the general policy of curbing inflation, without affecting inflation expectations.
Structural policy. Foreign investment recorded in the past five to six years started
paying off. Corporate rankings reveal a breakthrough, namely profit-making
businesses outdid unviable ones in terms of both number and capital. Even though
the economic picture brightened, a great number of loss-making enterprises are still
in operation. Against this background, it is all the more important to mention the
year’s landmark privatisation deals: Banca Comercială Română (BCR) was
acquired by Austria-based Erste Bank, Distrigaz Sud was taken over by Gaz de
France, Distrigaz Nord was acquired by the Germany-incorporated E.On Ruhrgas,
Electrica Moldova by E.ON Energie, and Electrica Oltenia by CEZ Prague.
The arrears incurred by state-run companies monitored in accordance with
Government Emergency Ordinance No. 79/2001 shrank year on year from RON
10.4 billion to RON 9.9 billion (and to RON 8.9 billion following the enforcement
of Government Emergency Ordinance No. 37/2004 on measures to cut down
arrears economy-wide, as subsequently amended and supplemented). Nevertheless,
total arrears to the consolidated general budget rose from RON 4.2 billion to RON
4.6 billion, so that the authorities should pledge further efforts to improve and
strengthen financial discipline, which is a cause for concern all the more so as the
European Union will no longer allow, except for well-grounded cases, the arrears
to the public budget, considered as grants-in-aid.

3. EU integration and relations with international organisations
In 2005, the fulfilment of commitments assumed by the National Bank of Romania
during the negotiations on the chapters relevant to the banking system continued.
Particular attention was attached to the ongoing capital account liberalisation by
freeing non-residents’ access to RON-denominated deposits with local credit
institutions starting April 2005, a decision which had a strong impact on monetary
policy stance throughout the year under review. In the same context of meeting the
commitments assumed under Chapter 4 – “Free movement of capital” of the acquis
communautaire, in July, the central bank decided to remove restrictions on opening
current accounts and deposit accounts by residents with banks from abroad. Hence,
only operations in securities and other instruments normally dealt in on the money
market by non-residents are still subject to the central bank’s authorisation7, but
restrictions thereon are to be lifted in September 2006.
Moreover, the National Bank of Romania drew up the sections on macroeconomic
framework, monetary and exchange rate policies, and banking sector which were
part of the strategic documents underlying the preparations for EU accession:
7

Except land purchases by non-residents, for which temporary derogations were granted.
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–

Pre-Accession Economic Programme (PEP) for 2005;

–

National Development Plan 2007-2013;

–

Report on the Progress in Preparing the Accession to the EU.

After Romania signed the Accession Treaty on 25 April 2005, the National Bank of
Romania was granted active observer status in all structures and substructures of
EU institutions, particularly those of the European System of Central Banks
(ESCB). The status ensures a closer co-operation with the ECB, helps the National
Bank of Romania staff get a better understanding of the institutional mechanisms
and working procedures of the ECB, and makes the National Bank of Romania
take on new tasks that will allow it to assume full member status on the date of EU
accession. Specifically, the NBR Governor participates on a quarterly basis in the
meetings of the ESCB’s General Council, together with the other governors of
central banks in EU Member States plus Bulgaria. The National Bank of Romania
also takes part on a regular basis in the meetings of all 12 committees of the ESCB
and in the meetings of working groups. Representatives of the National Bank of
Romania participate in ECOFIN and EFC meetings, having the active observer
status.
As for non-redeemable assistance from EU funds, the National Bank of Romania
was extended a EUR 2.516 million credit line under PHARE-2003 Programme to:
(i) strengthen bank supervision based on risk analysis; (ii) improve credit
institutions’ competitiveness and soundness; (iii) put in place European standards
of financial accounts statistics; (iv) enhance the National Bank of Romania’s
expertise in the legal field; (v) bring internal audit in line with the practice of
central banks in EU Member States; (vi) continue legislative harmonisation in the
field of banking regulation. Special mention deserves the “Legislative
harmonisation and strengthening NBR’s administrative capacity” twinning project,
launched on 24 March 2005, between the NBR and a consortium of central banks
composed of Banque de France, Banca d’Italia and De Nederlandsche Bank.
As concerns Romania’s relations with the IMF, several missions of experts came to
Bucharest to perform, along with the Romanian authorities, the second and third
reviews of the precautionary stand-by arrangement. Since the two parties involved
in the negotiations failed to reach common ground as regards fiscal policy on both
short term and medium and long term, the arrangement went off track in late 2005.
Nonetheless, the National Bank of Romania and the IMF continue to co-operate on
numerous issues via periodical consultations under the provisions of Art. IV in the
IMF’s Articles of Agreement, as well as technical assistance for the
implementation of inflation targeting strategy and organisation of joint conferences
(in October 2005, the regional conference on “Rapid Growth of Banking Sector
Credit to the Private Sector”, with the participation of representatives of central
banks from 21 countries in Central and Eastern Europe and of international
organisations).
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Rating agencies further upgraded Romania’s ratings in 2005. On 2 March,
Moody’s Investors Service improved Romania’s country ceiling for foreign
currency debt to Ba1 and the ceiling for domestic currency debt to Aa3.
On 6 September, Standard&Poor’s elevated the rating for long-term debt, namely
the rating for foreign currency debt was upgraded from BB+ to BBB–, while that
for domestic currency debt was raised from BBB– to BBB.

4. Banking system
During 2005, the banking system saw substantial strengthening, buttressed chiefly
by restructuring and privatisation. The main structural changes in the year under
review were the following:
-

commencement of the third and final stage of privatisation of Banca
Comercială Română, i.e. talks on selling the majority stake to a strategic
investor. The successful bidder, the Austria-based Erste Bank, paid about EUR
3.75 billion for the acquired participation;

-

approval of the privatisation strategy for the Savings Bank (CEC);

-

licensing of the second bank specialised in housing loans (HVB Banca pentru
Locuinţe);

-

withdrawal of licence granted to the Romanian branch of the National Bank of
Greece after the transfer of its assets and liabilities, including the sale of its
fixed assets, to Banca Românească.

Therefore, credit institutions operating in Romania totalled 40 (including
CREDITCOOP, the only credit co-operative network licensed so far), of which 30
had majority foreign capital (including the branches of foreign banks), eight had
majority private domestic capital, and two were state-owned. The share of assets
held by privately-owned banks and banks with majority private capital rose to 94
percent of total assets, whereas the share of assets owned by foreign-owned banks
and banks with majority foreign capital reached 62.2 percent of total assets.
Concentration of the banking system remained at a level comparable to that of EU
Member States, with top-five banks accounting for about 60 percent of total assets.
At the end of 2005, bank assets equalled 44.8 percent share-to-GDP, compared
with 36.6 percent share-to-GDP in 2004, amid system restructuring, diversification
of the range of products offered by banks to their clients, and the increase in
household purchasing power. The cautious central-bank policy caused the share of
foreign exchange loans in total non-government credit to narrow from 60.8 percent
in December 2004 to 54 percent in December 2005 and to 48.5 percent in April
2006, in a process that is not over yet. Household loans saw their share in total nongovernment credit widening to 35.2 percent in December 2005, from 28.4 percent
in the same year-earlier period, against the backdrop of a sharp uptrend in
consumer credit and stronger demand for mortgage and real-estate loans.
National Bank of Romania
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Efficiency indicators of the Romanian banking system further displayed
comfortable levels, yet somewhat weaker year on year. Thus, return on equity
(ROE) stood at 12.7 percent, return on assets (ROA) was 1.6 percent, and the
aggregate solvency ratio ran at 21.1 percent, well above the minimum required
level of 12 percent.
The key indicator measuring credit risk, i.e. the share of unadjusted exposure from
loans and related interest under “doubtful” and “loss” in total loan stock, continued
to fall, touching a 10-year low of 2.6 percent in 2005, against 2.85 percent in 2004.
As a result, the competitive, sound banking system continued to strengthen and the
risk management capacity improved.
The favourable tendencies in economic and prudential indicators were confirmed
by the outcomes of stress tests the banks and the banking system as a whole were
subjected to. Even under a worst-case scenario, assuming the domestic currency
lost 18.6 percent of its value and the interest rate was cut by 6.7 percentage points,
the resulting systemic risk was very low, as the Romanian banking system enjoys a
fairly high level of capitalisation and strong liquidity. Specifically, under the crisis
conditions scenario, there was no sign of failure relative to any credit institution.
The National Bank of Romania issued several prudential regulations, of which the
following deserve mention: Norms No. 10/2005 on containing household lending
risk by setting an overall debt service ceiling to the equivalent of at most 40
percent of net monthly income of the borrower, as well as by unifying the terms
and conditions for real-estate and mortgage credits and establishing a debt ceiling
on such credits to at most 35 percent of net monthly income; Norms No. 11/2005
on limiting credit institutions’ exposure from forex credits to unhedged borrowers
to at most 300 percent of a credit institution’s own funds. Apart from their welldefined prudential nature, these Norms also impacted monetary policy by
cushioning the rapid growth pace of loans, especially their foreign-currencydenominated component.
As for the completion of capital account liberalisation, of particular importance
was Regulation No. 4/2005 on foreign exchange regime. Its key provisions are
aimed at:
-

setting a time limit, i.e. 1 September 2006, for the liberalisation of all types of
capital transactions, in accordance with the commitments assumed to the
European Union;

-

defining the protective measures the National Bank of Romania may resort to
by observing the acquis communautaire;

-

putting in place a much simpler framework to perform foreign exchange
operations.

In 2005 too, two landmark projects in terms of prudential supervision were started.
In order to ensure nationwide implementation of the new capital requirements in
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compliance with Basel II Accord, the National Bank of Romania initiated a project
aimed at revising the legal and regulatory framework applicable to credit
institutions. The new framework puts all credit institutions on an equal footing and
encompasses general provisions harmonised with the acquis communautaire, as
well as provisions specific to various categories of credit institutions such as banks,
credit co-operatives, savings banks for housing, electronic money institutions, etc.
Another commitment assumed by the National Bank of Romania during the
negotiations on joining the European Union refers to the implementation of
Directive 2002/87/EC on financial conglomerates. For that purpose, an
interministerial taskforce was set up, in charge of ensuring correlation of sectoral
strategies in the financial field and entry into force of the new legislative
framework, due for 1 January 2007. For this project to be implemented, the
National Bank of Romania has been granted technical assistance under the
Twinning Arrangement signed with a consortium of banks (Banque de France,
Banca d’Italia, De Nederlandsche Bank). Moreover, EU experts have been sharing
experience with their Romanian colleagues, being engaged in activities funded by
TAIEX (Technical Assistance and Information Exchange).
As for authorisation of credit institutions, it is worth noting that June through
November 2005 the National Bank of Romania examined the authorisation
application submitted by RoCredit, a credit co-operative network resulting from the
reorganisation of three credit co-operative networks, i.e. Aurora Română, Creditul
Românesc and Concordia Română. Ultimately, the application was rejected and the
appeal was rejected as well. Credit co-operatives which are not authorised after
exhausting every possibility of appeal by law will be dissolved and will be subject
to liquidation.
Putting in place the regulatory framework governing the lending activity performed
by non-bank financial institutions (leasing companies, guarantee funds, mortgage
companies, pawnshops, mutual benefit companies, consumer credit companies,
etc.) is needed to ensure adequate protection of households and equal treatment for
such institutions and commercial banks in terms of competition given the stunning
growth in the credits granted by such non-government, non-bank financial
institutions. Therefore, towards the end of 2005, the National Bank of Romania
stepped up the process of expanding its regulatory and supervisory scope over
these institutions and completed the drafting of the specific regulation.
In this context, the Government issued Ordinance No. 28 of 26 January 2006 on
certain financial and tax measures, laying down the access of non-bank financial
institutions to lending activity. The said ordinance sets the legal framework for
non-bank financial institutions to perform lending activity; accordingly, such
entities may carry on, with professional status, lending activities in a broadly
defined manner, as the ordinance sets minimum access requirements, which are
uniform and non-discriminatory for all market participants.
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Monetary policy objective
In accordance with its Statute1, the primary objective of the National Bank of
Romania is to ensure and maintain price stability; the main task of the central bank
is to formulate and implement the monetary policy.
Against the backdrop of the special context of 2005, the central bank focused on
ensuring further disinflation and strengthening the steady downward trend of
annual inflation rate (December/December), which had started in 2000. The 2005
inflation target set initially at 7 percent (December/December) and the monetary
policy guidelines for 2005 were mapped out in accordance with the objectives
highlighted in Romania’s Medium-Term Economic Strategy and in line with the
Romanian authorities’ commitments stated in the programming documents
prepared for the negotiations aimed at Romania’s joining the European Union (PreAccession Economic Programme and National Development Plan).

1. Monetary policy challenges – the shift to inflation targeting
and capital account liberalisation
In 2005, the central bank had to deal with both strategic and tactical challenges in
formulating and implementing monetary policy. In pursuing the monetary policy
strategy, the central bank undertook strenuous efforts given that in the first half of
2005 the monetary authority prepared intensively the shift to inflation targeting2,
which was officially adopted as a policy regime in August 2005. By adopting this
strategy, the NBR assumed explicitly the task of consistently pursuing the
fulfilment of its primary objective, its accountability in achieving the inflation
target being more clearly expressed while enhancing the transparency of monetary
policy.
The decision to move to inflation targeting was adopted only after the specific
prerequisites for regime change had been fulfilled, the central bank being aware
that the effectiveness of such a strategy depended on: (i) the reduction of annual
inflation rate to single-digit levels; (ii) the increase in the central bank’s credibility;
(iii) the strengthening of de jure3 and de facto independence of the NBR; (iv) the
lower fiscal dominance, further fiscal consolidation and improved co-ordination
between fiscal and monetary policies; (v) a relatively more flexible exchange rate
of the RON and reduction of the Romanian economy’s vulnerability to exchange
1

Law No. 312/2004
The approaches taken by the central bank to ensure the organisational, technical and decisionmaking framework needed for implementing the new monetary policy strategy lasted for 16 months
and in its endeavours the NBR enjoyed the technical support from the IMF and the Czech National
Bank.
3
Following the entry into force of the new Statute of the NBR.
2
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rate movements; (vi) the soundness and strengthening of the banking system and a
relatively higher bank intermediation; (vii) greater transparency of the central bank
and more effective communication with the public and financial markets, including
the presentation of various aspects related to the inflation targeting approach and
the preparatory steps for its adoption; (viii) a better insight into macroeconomic
behaviour patterns and economic mechanisms in order to identify and enhance
effectiveness of the monetary policy transmission channels.
The NBR Board decided that the inflation targeting strategy should have the
following features: (i) a CPI-based inflation target, i.e. headline inflation, taking
into account the general public’s awareness and in order to ensure transparency and
credibility of monetary policy decisions; (ii) an inflation target of ±1 percentage
point around the (dis)inflation path aimed at better anchoring inflation
expectations; (iii) announcement of annual inflation targets for longer timehorizons (initially two years), thereby emphasising the focus of monetary policy on
medium-term developments; (iv) maintenance of a managed float exchange rate
regime; (v) clear definition of “escape clauses”; and (vi) joint formulation and
announcement of inflation targets by the NBR and the government.
The major challenge faced by the central bank in 2005 was the complex and
troublesome economic environment, which featured potential conflicting aspects of
monetary policy conduct. Thus, in 2005, the central bank had to deal with the
dilemma brought about by the increase in inflationary pressures, on the one hand,
and the resurgence of volatile capital inflows as a result of liberalisation of nonresidents’ access to RON-denominated time deposits, on the other. The inflationary
pressures were fostered by the persistence of excess demand, which was induced
mainly by the relaxation of fiscal and wage policies, and by the strong supply-side
shocks caused by substantial adjustment of administered prices as well as by the
impact of some weather-related factors (floods) and external factors (increase in
world oil price).
Capital inflows associated with the new stage of capital movement liberalisation
were triggered by (i) high interest rate differential between domestic and world
markets and (ii) nominal appreciation trend of the RON against the euro that
started in November 2004. Investors expected these developments to continue
given that monetary policy stance was anticipated to be further consistent with the
macroeconomic context and with inflation targeting (implying de jure use of
interest rate as the main lever and greater flexibility of the exchange rate).
The adverse effects of capital inflows were mainly the strong increase in pressures
on the RON exchange rate as well as a higher liquidity surplus in the banking
system and costlier sterilization operations performed by the central bank given
that part of capital inflows was mopped up. The central bank’s concern about the
risk of a rebound in volatile capital inflows was well grounded given mainly the
likelihood of an overappreciation of the RON, followed by a relatively abrupt
corrective depreciation of the domestic currency that could endanger the
achievement of sustainable disinflation and financial stability (taking into account
that exchange rate movements affect inflation asymmetrically, with stronger impact
in the case of depreciation than in the case of appreciation of the RON).
National Bank of Romania
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The challenging macroeconomic conditions were even more complicated given
that, in the first half of 2005, disinflation registered a noticeable deviation from the
projected path, due mainly to the impact of higher-than-expected hikes in fuel and
vegetable prices on general CPI. In order to strike a balance between the need to
consolidate its credibility by achieving the inflation target, on the one hand, and the
need to enhance the role of anchoring public expectations through the preannounced inflation target, on the other, and taking into account all aspects that
restricted effectiveness of monetary policy4 over the short run, the central bank
decided in August 2005 to revise the year-end inflation target to 7.5 percent. Even
under these circumstances, the persistency of pressures exerted on CORE inflation
by high growth rates of services prices as well as the likelihood of larger secondround effects of administered price adjustments in the coming months continued to
pose a risk to keeping disinflation on the targeted path.

2. Monetary policy implementation
The macroeconomic conditions called for adapting the manner in which monetary
policy was implemented to the specific interaction between the prevailing
inflationary risk factors and the temporary constraints which occurred during the
period. Thus, by adopting a proactive stance, the central bank made efforts to
reconcile the need to offset short-term risks with the goal of ensuring sustainable
disinflation in the medium and long run. For this purpose, the monetary authority
opted for gradual easing of interest rate policy and for offsetting the relatively lower
autonomy and effectiveness of the interest rate policy by resorting to other available
levers; the mix of additional measures adopted and implemented by the central bank
was aimed at tightening the broadly-defined monetary conditions in order to ensure
further sustainable disinflation. The less standard instruments included by the central
bank in its set of measures were the minimum reserve requirements5, some
prudential6 and administrative measures7, the last two categories aiming at preserving
financial stability and consolidating the functioning and effectiveness of the credit
channel and the interest rate channel; moreover, the anti-inflationary potential of the
exchange rate was better turned to account, the RON experiencing substantial
nominal appreciation versus the euro and the US dollar in 2005. In addition, towards
the year-end, the central bank sped up the implementation of legislation needed for
bringing non-bank financial institutions within the scope of its authority, completing
the draft law governing their lending activity.
The easing of interest rate policy was achieved through cuts in the NBR’s key
interest rates, but chiefly by loosening its control over banking system liquidity.
4

Including the inherent lags in transmission of monetary policy impulses.
The NBR raised in several stages the reserve requirements on foreign exchange-denominated
liabilities of credit institutions and eased slightly the reserve requirements on leu-denominated
liabilities.
6
Consisting in the amendment of the norms limiting household credit risk by tightening eligibility
criteria to bank lending (entry into force: 28 August 2005).
7
Consisting mainly in limiting the exposure of a credit institution to at most 300 percent of its own
funds when granting foreign exchange-denominated loans to unhedged borrowers, natural and legal
persons (entry into force: 26 September 2005).
5
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However, the easing of the interest rate policy was uneven in 2005, with specific
factors influencing its adjustment. Thus, at mid-2005, the central bank dampened
slightly the easing of the interest rate policy in an attempt to prevent the economy
from overheating while September through October the monetary authority decided
to cut rapidly the average interest rate on sterilisation operations (which reached a
historical low) in order to depress volatile capital inflows on the domestic financial
market.
July witnessed an increase in volatile capital inflows against the backdrop of (i) the
still high interest rate differential between domestic and world markets and
(ii) expectations of further nominal appreciation of the RON versus the euro, due
also to the adoption by the NBR of inflation targeting strategy (in August 2005);
during the summer months, the central bank had to step up its intervention in the
foreign exchange market in order to stem volatile capital inflows and to ward off
overappreciation of the RON by depressing expectations of nominal appreciation
of the domestic currency and enhancing the unpredictability of the exchange rate.
Conversely, in November, the implicit easing of interest rate policy was brought to
an end and the average interest rate on credit institutions’ holdings with the central
bank8 entered an upward trend given the worsening of macroeconomic imbalances,
on the one hand, and the alleviation of pressures from capital inflows on the RON
exchange rate, on the other. Moreover, starting with the latter half of October, the
central bank refrained from intervening in the foreign exchange market.
In this context, the central bank focused on complementary measures for
containing non-government credit expansion, especially in what concerns its
foreign exchange component and, implicitly, for cooling domestic demand,
particularly household consumer demand. The overly fast increase in household
consumption in 2005 was mainly underpinned by the substantial growth of
household disposable income as a result of (i) substantial wage hikes in the last part
of 2004; (ii) reduction of income tax starting with January 2005; (iii) increase in
remittances of Romanians working abroad; and (iv) rise in the number of
employees economy-wide. An additional stimulus to the growth of consumer
demand was, in the early part of 2005, the wealth and balance sheet effects of
nominal appreciation of the RON versus the euro, which materialised in household
propensity to purchase imported goods rather than save and in the increase in
demand for foreign exchange-denominated loans as a result of households’ altered
perception of the risks associated with such loans. In 2005, household consumption
was also underpinned by the strong decline in interest rates applied by banks,
thereby boosting expansion of RON-denominated loans and depressing saving in
local currency, against the backdrop of lasting consumption smoothing due also to
expectations of larger incomes after joining the EU.

8

Consisting of one-month deposits, 3-month certificates of deposits and overnight deposits (the
deposit facility).
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In 2005, monetary policy was aimed at containing the growth of non-government
credit, especially at mitigating the pace of increase9 of foreign-currencydenominated loans to households. Starting with 2005 Q2, dynamics of these loans
slowed gradually; at end-2005, the annual growth rate of the balance on these loans
halved over the year before to reach 86.4 percent. Conversely, RON-denominated
credit to households entered an upward trend (its annual real pace of increase
topped out at 71.3 percent in December 2005) as a result of increased affordability
of such loans following the sharp decline in bank rates10; at year-end, the monthly
average of these interest rates plunged to 12.9 percent, half the year-earlier figure
and, for the first time ever, on a par with banks’ interest rates on corporate loans.
Average Interest Rates of Banks
RON credits
30
25

percent per annum

30
households
companies

25

20

20

15

15

10

10

5

5

0

households
companies

0
J F M A M J J A S O N D
2005

9

RON deposits
percent per annum

J F M A M J
2005

J A S O N D

Calculated on the basis of EUR-denominated balances.
On new loans.

10

26

National Bank of Romania

Annual
Report
2005
Chapter 1. Monetary policy

The sharper-than-expected fall in interest rates occurred against the backdrop of
keener competition among banks that prompted credit institutions seeking to
expand their market shares to resort to more frequent and more aggressive
promotional campaigns11; towards the end of the year, the reduction in these
interest rates was also fuelled by the revised strategies of some banks in response to
the entry into force of the new norms issued by the National Bank of Romania on
limiting credit institutions’ exposure from foreign-currency-denominated loans.
Banks also lowered noticeably the interest rates on time deposits, thereby affecting
demand for domestic currency destined to saving and implicitly the consumption
behaviour; starting with 2005 Q2, the real annual growth rate of RON-denominated
deposits of households witnessed an almost steady downtrend, touching 14.9
percent at year-end, compared with 25.1 percent in December 2004. In addition,
household savings with banks continued to shift towards current accounts, which
became more popular due to the fact that they increasingly served for payment of
wages and pensions via debit cards (which are usually accompanied by credit
facilities) and that banks promoted newly-launched products featuring increased
flexibility and attractiveness, compared with the classical time deposits.
As a reflection of these developments, March through October 2005 net household
savings with banks12 contracted sharply, but rebounded somewhat thereafter; the
turnaround was however too small to send the real annual change of this indicator
back to positive territory by year-end.
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The fast growth of domestic absorption was driven by both household consumer
demand and the gradual bounce-back in private sector investment demand, the
latter being underpinned by the easing of the tax burden (profit tax was cut to
16 percent from 25 percent) as well as the increase and diversification of investment
11
12

In particular, banks moved to lift credit ceilings and extend repayment periods.
The difference between household deposits and household loans.
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finance. Non-residents’ direct investment was a major financing source, with net
inflows from loans granted by parent undertakings to their subsidiaries in the nonbank sector multiplying 2.2 times. Moreover, medium- and long-term external
loans to non-banks13 surged more than 2.4 times year on year (EUR 1,163 million
against EUR 483 million in 2004) and medium- and long-term loans extended by
resident credit institutions to companies grew by a real 31 percent.
In this context, the relative slowdown in the rise of domestic absorption
(8.3 percent from 12.1 percent in the year before) was almost entirely due to
supply-side shocks, namely the steep fall in agricultural output14 and the substantial
decrease in the growth pace of industrial output. On the demand side, these shocks
translated mainly into the severe contraction of self-consumption and the wide
negative change in inventories. As a result, aggregate demand further put strong
pressure on total supply.
The external sector continued to absorb a large part of the pressure, with imports
posting a hefty rise that was also attributed to the developments in the exchange
rate of the domestic currency, pushing the trade deficit 46.6 percent higher year
over year. Consequently, the annual growth rate of GDP slowed to 4.1 percent in
2005 against 8.4 percent in the previous year.
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The slight alleviation of demand-pull inflationary pressures following the sharp
trend towards covering domestic expenses from external sources, as mirrored by
the drop to 5.6 percent in the annual CORE2 inflation rate (compared with
8.3 percent at end-2004), offset only partly the overly strong impact of supply-side
factors on the rate of increase of retail prices. Large negative effects – direct and
second-round effects, as well as induced by inflation expectations – had
administered price adjustments, the extent of which was far larger15 than that seen a
13

Gross inflows.
Gross value added in agriculture dropped 13.8 percent.
15
In December 2005, annual growth rate of administered prices stood at 14.2 percent (9.9 percent in
December 2004).
14
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year earlier; the fastest growth rates were recorded by prices of natural gas, heating
and telephony services. The movements in volatile prices put a damper on the
progress in disinflation as well, owing to the effects of adverse weather conditions
and floods on agricultural output, on the one hand, and the impact of lingering
tensions on the oil market, on the other. The unfavourable influence of the change
in other external prices was however alleviated by the protracted nominal
appreciation of the RON against the euro, with the stronger domestic currency
helping cushion inflation expectations. This beneficial effect was manifest only
during the first eight months of 2005 (when the RON strengthened by 10.6 percent
in nominal terms versus the euro compared to end-2004) while September
witnessed a trend reversal in the exchange rate; in December 2005, year-on-year
appreciation of the domestic currency against the euro was higher than in 2004, i.e.
6 percent in nominal terms and 15.1 percent in real terms.
The joint impact of these developments caused the downtrend in annual inflation
rate to come to a halt in April, May and November. As a result, annual inflation
rate ran at 8.6 percent at year-end, 0.1 percentage points above the upper limit of
the target band.

3. Use of monetary policy instruments
In 2005, the monetary policy operational framework was marked by the
unprecedented activism of the central bank which sought to tailor its tactics to the
actual conditions for implementing its policy. Thus, to the looser interest rate
policy contributed both the manner in which the central bank’s open-market
operations were performed and, subsequently, the easing of control over liquidity.
Starting with the latter half of January, the National Bank of Romania changed the
pattern of its deposit-taking operations by organising volume auctions with the
interest rate ceiling lower than the policy rate; the two interest rates were unified in
August at 8.5 percent, half of a percentage point higher than the effective average
rate. Against the backdrop of resurgence in volatile capital inflows, the monetary
authority initiated subsequently the loosening of control over liquidity by mopping
up part of excess liquidity through open-market operations; starting with the latter
half of August, one-month deposit-taking operations consisted in volume auctions
at a fixed rate, i.e. policy rate. The central bank moved to reduce gradually the
volume of excess reserves drained via deposit-taking operations and certificates of
deposit, so that credit institutions increasingly resorted to the NBR’s deposit
facility; under the circumstances, the weight of average daily balance on openmarket operations in total sterilization operations bottomed out at 56.4 percent16 in
October whilst the average interest rate on placements with the National Bank of
Romania took a plunge.

16

After ranging between 97.5 percent and 99.9 percent in the first half of 2005.
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To the easing of interest rate policy also contributed that fact that the monetary
authority further banked on its key rates as regards the signalling role they play in
respect of the monetary policy stance; hence, the National Bank of Romania
lowered these rates at a slower pace. The policy rate was successively cut from
17 percent in December 2004 to 7.5 percent in September 2005, whilst the interest
rates on deposit and lending facilities were reduced in two stages, in April and
September, down to 1 percent and 14 percent respectively.
Sterilisation Amount

Sterilisation/
Banks' Holdings on Current
Accounts with NBR

RON million; daily average stock data
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The decline in the average interest rate on sterilization operations lasted until
November, when a trend reversal occurred in response to the upward course, at
least in the short run, of demand-side inflationary pressures (prompted also by the
significant fiscal impulse after the steep increase in public spending at the end of
the fiscal year).
In an effort to stifle the considerable expansionary impact of the autonomous
factors of liquidity, the National Bank of Romania continued to mop up excess
liquidity, with the volume of such operations rising to record highs. The major
source for monetary injections consisted in the settlement of foreign exchange
purchases performed by the central bank, which hit an all-time high in 2005.
In year-on-year comparison, sterilization operations caused the average daily
balance on open-market operations to multiply more than 1.9 times and the average
balance on banks’ placements with the National Bank of Romania to double,
exceeding nearly three times the average of credit institutions’ holdings on current
accounts with the central bank (in 2004, this ratio equalled 1.9). The cut in interest
rates and the relative drop in the share of liquidity mopped up via open-market
operations translated into a slight reduction of costs associated with the NBR’s
sterilization operations (0.6 percent of GDP).
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Moreover, the central bank decided to continue expanding the cost of credit
institutions’ funds raised in foreign currency compared to those in domestic
currency. Its moves were aimed at depressing the growth of foreign currencydenominated loans and strengthening the traditional monetary transmission
channels. Thus, the reserve ratio on banks’ foreign-exchange-denominated
liabilities with residual maturities longer than 2 years were gradually raised to
30 percent; at the end of 2005, this ratio reached 35 percent, the decision on its
implementation coming into effect starting with the 24 January-23 February 2006
maintenance period. By contrast, the National Bank of Romania lopped off
2 percentage points (down to 16 percent) from the reserve ratio on RONdenominated liabilities with maturities shorter than 2 years (this decision took
effect as from 24 August-23 September 2005 maintenance period).

4. Policy guidelines
For the period ahead, the National Bank of Romania will seek to consolidate
disinflation by implementing monetary policy under inflation targeting. For the
2-year horizon under this strategy, the annual inflation targets arising from
Romania’s medium-term economic strategy and from the commitments the
Romanian authorities assumed under the programming documents drafted during
the negotiations for joining the EU (Pre-Accession Economic Programme and
National Development Plan) follow a downward track, being set at 5 percent and
4 percent ±1 percentage point around the disinflation path for 2006 and 2007
respectively.
The central bank formally confirmed and announced the above-mentioned targets
in the February 2006 Inflation Report, despite their ambitious nature revealed by
the medium-term forecast prepared by NBR staff in early 2006 and the inflationary
risks associated with the near term projection. The monetary authority chose not to
revise these targets in an attempt at sticking to its previously-announced objectives,
on the one hand, and at reaffirming its focus on the longer-term target, which can
be influenced by monetary policy instruments, concurrently with keeping in place a
prudent macroeconomic policy mix that should help attain the programmed
National Bank of Romania
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disinflation, on the other. This option implies the central bank’s decision to attain
the 2007 target, even though in the near run the projected inflation rate is set above
the forecasted disinflation path, with this deviation seen as being only temporary.
From the perspective of monetary policy implementation under inflation targeting,
the NBR’s option to maintain its targets was also based on:
−

the need to better anchor inflation expectations and implicitly to guide the
economic operators’ decisions, given that a potential upward revision of
the 2006 inflation target would have led to a significant worsening of
disinflation performance in the medium term, rendering the future
monetary policy conduct more complicated;

−

the need for firm, immediate action of the central bank, as the effects of
monetary policy measures pass on to inflation with a time lag, via their
impact on aggregate demand.

For annual inflation rate to attain the 4 percent target at end-2007, tight
macroeconomic policies, monetary policy included, need to be implemented. These
policies should be aimed at steadily reducing excess demand as against the output
gap – even to negative levels – and cushioning inflation expectations. Therefore,
the central bank moved to tighten monetary policy as early as the outset of 2006
and showed its readiness for further tightening by concurrently resorting to its
entire array of available instruments. According to the National Bank of Romania’s
approach, the protracted trend of tightening monetary conditions is to be achieved
via both the monetary policy operational framework specific to inflation targeting
and the consolidation of the mix of prudential and administrative measures adopted
starting with 2005.
From this perspective, the NBR will seek to implement an even firmer interest rate
policy, also by exerting strict control over money market liquidity, and to turn to
best account the disinflationary impact of the movements in the RON/EUR
exchange rate. The role played by interest rate policy, and that of policy rate in
signalling the monetary policy stance, will be enhanced so as to increase efficiency
of anchoring inflation expectations. Moreover, the policy rate will be calibrated so
as to ensure the maintenance of an adequate and sustainable growth rate of lending
and to spur RON-denominated savings. The mix of prudential and administrative
measures adopted by the National Bank of Romania will be aimed at enlarging the
scope of monetary policy through restraining forex credit in favour of RONdenominated loans, as well as at preserving financial stability.
Even in such circumstances, keeping disinflation on the projected track is not an
endeavour deprived of risks and uncertainties. In the period ahead, major risk and
uncertainty sources, especially in terms of their impact on inflation expectations,
are the calendar and magnitude of administered price adjustments, as well as the
potential changes in taxation. Moreover, the likely loosening of income and fiscal
policies might slow down or even halt the anticipated downtrend in excess demand.
Furthermore, larger-than-expected foreign capital inflows might send excess
aggregate demand even higher. Within the monetary policy horizon, unanticipated
external shocks, such as natural gas and oil prices, and similar domestic shocks, i.e.
some food prices as well as potentially large and persistent RON depreciation
episodes could slow down disinflation or even bring it to a halt.
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1. Prudential supervision of credit institutions
1.1. Composition of the banking system
In 2005, the soundness of the banking sector strengthened markedly, bolstered
mainly by the restructuring and privatisation process it was subject to. From this
standpoint, the events that weighed heavily on the banking system in 2005 were the
following:
–

Banca Comercială Română (BCR) entered the third and final stage of
privatisation which consisted in negotiating the sale of the majority stake to a
strategic investor. The Austria-based Erste Bank won the auction for the
takeover of BCR after bidding around EUR 3.75 billion for the majority stake;

–

approval of the strategy for privatisation of the Savings Bank (CEC);

–

licensing of the second bank specialised in granting loans for housing, i.e.
HVB Banca pentru Locuinţe;

–

revocation of the licence of the National Bank of Greece branch in Romania
following the transfer of the bank’s assets and liabilities and of the sale of the
bank’s fixed assets to Banca Românească.

While in 2004 the first two stages of privatisation of BCR, the largest Romanian
bank, had been completed by selling a 25 percent stake in the bank’s capital to the
EBRD and the IFC, and an 8 percent stake in the capital to BCR’s employees, in
2005, the third and final privatisation stage was started by negotiating the sale of
the majority stake to a strategic investor.
The privatisation strategy required that the strategic investor should be singled out
from among leading international financial and banking institutions or from a
group (consortium) of investors among which at least one investor shall be a
leading international financial and banking institution. Ten entities are still
competing for the takeover of the 62 percent stake in the capital of BCR: Fortis,
Millennium Banco Comercial Portugues, National Bank of Greece, Intesa Bank,
Deutsche Bank AG, Erste Bank AG, Dexia, KBC, BNP Paribas, ABN Amro
(subsequently ABN Amro pulled out of the privatisation process). Following the
assessment of the final bids consisting of a technical bid and a financial bid, Erste
Bank and Millennium Banco Comercial Portugues were selected and invited to
start final negotiations for the takeover of the majority stake in BCR, a stage during
which the two banks submitted large amounts.
The opening of the improved and irrevocable final bids submitted by the two
investors revealed that the largest bid of around EUR 3.75 billion had been made
by Erste Bank which was declared the successful bidder on 21 December 2005.
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According to the sale-purchase agreement, the new majority shareholder of BCR
shall take over the 36.88 percent stake held by the Romanian state, which adds to
the 25 percent stake held by the EBRD and the IFC. The participating interests of
Financial Investment Companies (FICs), which together hold a 30.12 percent stake
in the BCR capital, remain unchanged, as well as the 8 percent stake held by the
bank’s employees.
The strategy for the privatisation of CEC, prepared in 2005 based on Government
Decision No. 806/2005 was subsequently subject to several changes. According to
the latest version (Government Decision No. 573 of 26 April 2006), the 69.9
percent majority stake in the bank’s capital shall be sold to a strategic investor (a
leading international financial and banking institution or a consortium of investors
among which at least one leading international financial and banking institution).
This package also includes shares accounting for 9.9 percent of the capital of CEC,
which, by law, are owned by “Proprietatea” Fund. A 5 percent stake in the share
capital of CEC shall be sold to the employees and retirees of CEC, and the
Romanian state shall decide whether the 25.1 percent stake of its shares remaining
after the sale of the majority stake will be sold in full or in part. The sale shall be
made in three stages namely by submitting: non-binding preliminary bids, final
binding bids, and improved final binding financial bids.
Table 1. Market Share of Banks and Foreign Bank Branches
- end of period -

Net assets
2004

2003
Banks with domestic capital,
of which :
- with majority state-owned capital
- with majority private capital
Banks with majority foreign capital
I. Total commercial banks
II. Foreign bank branches
Banks with majority private capital
including foreign bank branches
Banks with majority foreign capital
including foreign bank branches
Total (I+II)

2005

RON mill.

%

RON mill.

%

RON mill.

25,225.9

41.8

34,059.4

37.9

48,391.7

%
37.8

22,655.4
2,570.5
30,547.7
55,773.6
4,684.5

37.5
4.3
50.5
92.3
7.7

6,194.1
27,865.3
48,053.7
82,113.1
7,661.2

6.9
31.0
53.6
91.5
8.5

7,644.4
40,747.3
70,091.8
118,483.5
9,606.1

6.0
31.8
54.7
92.5
7.5

37,802.7

62.5

83,580.2

93.1

120,445.2

94.0

35,232.2 58.2
60,458.1 100.0

55,714.9 62.1
89,774.3 100.0

79,697.9 62.2
128,089.6 100.0

All these achievements are indicative of the privatisation of the Romanian banking
system nearing completion. At end-2005, the share of assets held by banks with
private or majority private capital in total bank assets accounted for 94 percent
(while the share of assets of banks with foreign or majority foreign capital,
including foreign bank branches was 62.2 percent), whereas banks with stateowned or majority state-owned capital took only 6 percent.
In terms of banking system capitalisation, share capital/core capital increased from
end-2004 in both nominal and real terms, by 49.9 percent and 38 percent
respectively.
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Table 2. Banks and Foreign Bank Branches as a Share in Aggregate Capital
- end of period -

2003

Share capital / Core capital
2004
2005

RON mill.

Banks with domestic capital,
of which:
- with majority state-owned capital
- with majority private capital
Banks with majority foreign capital
I. Total commercial banks
II. Foreign bank branches
Banks with majority private capital
including foreign bank branches
Banks with majority foreign capital
including foreign bank branches
Total (I+II)

% RON mill.

% RON mill.

%

1,347.7

33.7

1,507.7

30.7

2,287.7

31.1

1,027.3
320.4
2,327.1
3,674.8
322.2

25.7
8.0
58.2
91.9
8.1

234.8
1,272.9
3,108.1
4,615.8
298.1

4.8
25.9
63.2
93.9
6.1

886.9
1,400.8
4,561.2
6,848.9
517.0

12.0
19.1
61.9
93.0
7.0

2,969.7

74.3

4,679.1

95.2

6,479.0

88.0

3,406.2 69.3
4,913.9 100.0

5,078.2
7,365.9

68.9
100.0

2,649.3 66.3
3,997.0 100.0

Out of the 40 credit institutions operating in Romania, two were still state-owned
(CEC and Eximbank), eight had Romanian majority private capital (including
CREDITCOOP), and 30 credit institutions, including foreign bank branches, were
foreign-owned.
Table 3. Credit Institutions by Ownership
number of banks, end of period

Banks, of which:
Fully or majority state-owned
of which:
- fully state-owned capital
- majority state-owned capital
Majority private capital, of which:
- majority domestic capital
- majority foreign capital
Foreign bank branches
Total
CREDITCOOP

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
31 33 36 34 33 33 31 30 32 33
7
7
7
4
4
3
3
3
2
2
1
6
24
14
10
9
40
-

1
6
26
13
13
10
43
-

1
6
29
13
16
9
45
-

1
3
30
11
19
7
41
-

1
3
29
8
21
8
41
-

1
2
30
6
24
8
41
-

1
2
28
4
24
8
39
-

1
2
27
6
21
8
38
1

1
1
30
7
23
7
39
1

1
1
31
7
24
6
39
1

As regards the country of origin of the capital invested in foreign banks and foreign
bank branches operating in Romania, the top three countries were Austria (21.8 of
aggregate capital), Greece (12.4 percent), and the Netherlands (8.2 percent).
Although competition among banks has increased by the year, 2005 saw sustained
concentration of the banking system. The top five Romanian banks in terms of
asset size (BCR, BRD-Groupe Société Générale, Raiffeisen Bank, HVB Bank,
Bancpost) held 58.7 percent of aggregate assets, 61.1 percent of total loans,
57 percent of deposits, 60.1 percent of government securities, and 55.2 percent of
Romanian commercial banks’ tier 1 capital.
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Table 4. Foreign Participations in the Share Capital of Banks
and Foreign Bank Branches in Romania as at end-2005

Austria
Greece
The Netherlands
Italy
France
EBRD and IFC
Hungary
USA
United Kingdom
Germany
Cyprus
Other
Aggregate foreign capital of the banking system
Total capital of the banking system

RON mill.
1,602.6
912.7
605.9
429.6
411.2
330.5
191.0
138.3
106.5
95.8
92.8
160.7
5,077.6
7,365.9

%
21.8
12.4
8.2
5.8
5.6
4.5
2.6
1.9
1.4
1.3
1.3
2.1
68.9
100.0

1.2. Performance and outlook
A number of challenges had to be tackled in 2005, such as the adoption of inflation
targeting, further liberalisation of capital account, implementation of domestic
currency redenomination, commissioning of the Electronic Payment System, as
well as the higher exchange rate flexibility. Another achievement of credit
institutions was the transposition and implementation of EU requirements
regarding the New Capital Accord.
Moreover, progress was made in boosting the competitiveness and soundness of
the banking system to make it capable of ensuring efficient financial
intermediation. The fast-paced growth of bank capitalisation and the high quality of
bank assets helped strengthen banks’ capacity to manage risks.
The restructuring of the banking sector, the wider range of banking products, and
the higher purchasing power of households caused the expansion of the share in
GDP of assets of credit institutions – the main driver of the Romanian financial
system – from 36.6 percent at end-2004 to around 44.8 percent in 2005, as well as
the rise in the value of bank assets in 2005 as compared to 2004 (by a nominal 42.6
percent and a real 31.3 percent respectively).
The dynamics of financial, accounting and prudential indicators was influenced by
the slowdown in lending, amid further below par values of indicators pertaining to
doubtful and overdue loans, by the larger volume of tier 1 capital, by the
maintenance of a high level of solvency, liquidity and of financial performance
indicators (ROE and ROA).
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Table 5. Key Indicators
- percent 1999* 2000 2001 2002 2003 2004** 2005**
Indicator
Solvency ratio 1 (>12%)
17.9 23.8 28.8 25 21.2 20.6 21.1
Solvency ratio 2 (>8%)***
15.8 18.9 26.2 22.9 18.2
Leverage ratio (Shareholders' equity/Total assets)
7.5 8.6 12.1 11.6 10.9
8.9
9.2
Doubtful and overdue loans/Total loans (net)****
… 0.6 0.7 0.4 0.3
0.3
0.3
Doubtful and past-due claims/
2.4 0.3 0.3 0.2 0.2
0.2
0.2
Total assets (net)
Doubtful and past-due claims (net)/
31.2 3.3 2.7 2.0 2.0
2.1
1.4
Equity*****
Total doubtful and past-due claims (net)/
2.6 0.3 0.4 0.3 0.3
0.2
0.2
Liabilities
Credit risk ratio (unadjusted exposure from loans
and related interest under "doubtful" and
"loss"/Total loans and related interest, except off- 35.4 3.8 2.5 1.1 3.4
2.9
2.6
General risk ratio
40.7 38.7 39.7 42.9 50.7 47.0 47.6
* Clean-up and strengthening of banking sector began in 1999, and a period of stable performance
followed thereafter.
** Including foreign bank branches and CREDITCOOP.
*** NBR Norms No. 12/2003 no longer regulate solvency ratio 2.
**** Calculated based on NBR Circular No. 6/2000.
***** From prudential report on own funds.

The slowdown in lending growth occurred amid the tight policy pursued by the
central bank via the norms on containing consumer credit risk (NBR Norms No.
15/2003) and mortgage credit risk (NBR Norms No. 16/2003). In an effort to achieve
a balanced composition of non-government credit, the National Bank of Romania
took several measures aimed at limiting the risk attached to household loans (NBR
Norms No. 10/2005) and at containing the concentration of exposures from foreign
currency-denominated loans (NBR Norms No. 11/2005). The impact of these
measures is expected to become manifest in the period ahead, as foreign currencydenominated loans were prevalent, their share in total non-government credit
contracting to 54 percent in 2005 from 60.8 percent a year earlier.
Non-government credit saw no changes from the end of 2004; household loans1
were the main driver of lending, yet they did not hold the largest share in terms of
loan composition. With their share in total credit on the rise from 28.4 percent in
December 2004 to 35.2 percent a year later, household loans contributed around
50.2 percent to the growth in non-government credit, amid its faster rise
(80 percent in nominal terms, 65.7 percent in real terms) than that of corporate
loans (31.5 percent in nominal terms; 21.1 percent in real terms).
By borrower, developments in retail credit show that consumer loans rose at faster
clip (89.6 percent) than real estate and mortgage loans (57.5 percent). At end-2005,
the volume of consumer loans exceeded by far the volume of loans for housing,
despite households’ keener interest in the latter.
1

According to monetary balance sheet data.
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This development was attributed to the more attractive and wider range of banking
products along with households’ larger demand for consumer loans and real estate
loans. The upward trend in consumer loans that had been manifest in the prior
periods, as well as households’ propensity for foreign currency-denominated loans,
that may influence both prudential and macroeconomic indicators, prompted the
central bank to take measures for containing risk (NBR Norms No. 10/2005 on
limiting credit risk attached to household loans and NBR Norms No. 11/2005 on
containing the concentration of exposures from foreign currency-denominated
loans) and ensuring sound and sustainable lending activity in the long run.
Norms No. 10/2005 stipulate that monthly debt service payments from the income
of the borrower and his/her family, relative to the loan contract, as well as to other
loan contracts, leasing contracts, instalment contracts for the purchase of goods,
shall not exceed 40 percent of the net monthly income of the borrower and, as
appropriate, of his/her family. Norms No. 11/2005 contain the exposure of a credit
institution from foreign currency-denominated loans granted to natural and legal
persons to at most 300 percent of own funds of credit institutions, Romanian legal
persons, or of core capital of foreign branches of credit institutions. These
measures are aimed at boosting credit in domestic currency, thereby improving the
composition of non-government credit and slowing down the trends posing risks to
the banking system as a whole.
By currency, foreign currency-denominated loans prevailed at end-2005, its share
in total non-government credit accounting for roughly 54 percent. The still fastpaced growth of foreign currency-denominated loans (up a nominal 29.1 percent
and a real 18.9 percent; up 39.3 percent in nominal terms in the case of eurodenominated loans) was due to the strong demand for this type of loans, boosted by
the lowering of the exchange rate and its relative stabilisation thereafter.
In 2005, the indicators defining the quality of asset portfolio fared better as well.
In this context, the share of “doubtful and overdue loans” (net) in total loans held
0.3 percent and “doubtful and past-due claims” accounted for 0.2 percent in total
bank assets, 1.4 percent of Tier 1 capital, and 0.2 percent of bank liabilities.
Data in the reports on classification of loans, placements and related interest at end2005 illustrated the shrinkage of the value of key indicators measuring credit risk,
the share of unadjusted exposure attached to loans and interest classified under
“doubtful and loss” in total loans and related interest (2.6 percent and 2.9 percent
respectively) lagging behind the prior year’s figure. By including off-balance-sheet
items, namely interbank placements, this indicator posted a value lower from 2004
(the former stood at 2.5 percent compared to 2.9 percent and the latter equalled 2.4
percent versus 2.7 percent).
The somewhat fast-paced growth of own funds (up 49 percent) compared to that of
risk-weighted assets (up 45.9 percent) influenced the solvency ratio which reached
21.1 percent at end-2005, exceeding by far the 12 percent legal limit.
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Table 6. Net Assets and Own Funds as at 31 December 2005
Net assets*

Own funds**

RON mill.

%

RON mill.

%

48,391.7
7,644.4
5,606.4
5,606.4
2,038.0
2,038.0
40,747.3
32,961.4
4,932.1
1,054.2
924.6
371.7
292.8
210.5
70,091.8
19,221.3
11,042.4
6,311.4
5,712.4

37.8
6.0
4.4
4.4
1.6
1.6
31.8
25.7
3.9
0.8
0.7
0.3
0.2
0.2
54.7
15.0
8.6
4.9
4.5

5,607.8
1,386.9
581.4
581.4
805.5
805.5
4,220.9
3,201.9
511.5
158.0
132.6
57.9
105.9
53.1
8,309.5
2,013.4
1,153.4
467.5
776.6

38.4
9.5
4.0
4.0
5.5
5.5
28.9
21.9
3.5
1.1
0.9
0.4
0.7
0.4
56.9
13.8
7.9
3.2
5.3

5. Alpha Bank

4,884.8

3.8

911.6

6.2

6. ABN Amro Bank

4,848.5

3.8

381.4

2.6

7. Banca Comercială "Ion Ţiriac”
8. Citibank România
9. Banca Românească Grupul National Bank
of Greece
10. UniCredit România
11. Volksbank România
12. Finansbank
13. Piraeus Bank
14. OTP Bank Romania
15. SanPaolo IMI Bank România
16. ProCredit Bank
17. Eurom Bank
18. Emporiki Bank - România S.A.

3,179.0
2,520.0

2.5
2

411.2
259.5

2.8
1.8

2,266.8
2,027.9
1,870.2
1,282.2
1,127.4
804.6
738.7
480.4
457.0
384.0

1.8
1.6
1.4
1.0
0.9
0.6
0.6
0.4
0.3
0.3
0.3

215.9
302.5
392.4
135.1
176.2
195.4
131.8
45.3
51.0
66.8
53.1

1.5
2.1
2.7
0.9
1.2
1.3
0.9
0.3
0.3
0.5
0.4

0.2
0.1
0.1
0
0
7.5
92.5
5.3
1.0
0.5
0.4
0.2
0.1
100.0
-

38.3
28.2
45.8
31.1
26.0
689.9
13,917.3
188.9
96.3
112.0
191.5
60.0
41.2
14,607.2
145.0

0.3
0.2
0.3
0.2
0.2
4.7
95.3
1.3
0.6
0.8
1.3
0.4
0.3
100.0
-

1. Banks with majority domestic capital, of which:
1.1. State-owned banks, of which:
1.1.1. Banks with fully state-owned capital:
1. Casa de Economii şi Consemnaţiuni
1.1.2. Banks with majority state-owned capital:
1. Eximbank
1.2. Banks with majority private capital, of which:
1. Banca Comercială Română
2. Banca Transilvania
3. Romexterra Bank
4. Banca Comercială Carpatica
5. Libra Bank
6. Mindbank
7. Banca Daewoo
2. Banks with majority foreign capital, of which:
1. BRD-Groupe Société Générale
2. Raiffeisen Bank
3. HVB Bank Romania
4. Bancpost

19. Egnatia Bank
20. Romanian International Bank
21. Raiffeisen Banca pentru Locuinţe
22. Porsche Bank Romania
23. HVB Banca pentru Locuinţe
24. Nova Bank
I. Total commercial banks
II. Foreign bank branches, of which:
1. ING Bank N.V.
2. Banca Italo-Romena
3. Anglo-Romanian Bank
4. Garanti Bank International
5. MISR Romanian Bank
6. Banca di Roma SpA Italia
Total (I+II)
CREDITCOOP
* net value
** equity (for foreign bank branches)

National Bank of Romania

381.6
219.3
144.6
119.1
39.1
29.1
9,606.1
118,483.5
6,783.6
1,294.6
652.3
523.7
186.6
165.3
128,089.6
443.3
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The general risk ratio, representing the ratio of risk-weighted assets to total assets
at book value, hovered around 47 percent throughout 2005.
In terms of financial performance, net aggregate profit of the banking system for
2005 rose by RON 275.5 million, or 15.4 percent, to RON 2,060.5 million in 2005
from RON 1,785 million in 2004. The main contributors to this development were
net interest income (RON 3,991.6 million) and net income from transactions in
securities (RON 776.4 million). Net interest income prevailed (holding the largest
share in aggregate profit), despite the narrowing of the margins between lending
and deposit rates, which was offset however by the larger volume of transactions,
as well as by the development and introduction of new banking products.
Nevertheless, compared to end-2004, the two financial and economic performance
indicators edged lower: ROA moved down 0.4 percentage points (1.6 percent at
end-2005 versus 2 percent a year earlier) and ROE declined by 2.9 percentage
points (12.7 percent at end-2005 from 15.6 percent at end-2004).
The liquidity indicator for the banking system was 2.6, well above the minimum
requirement (1), further indicating banks’ capacity to fulfil their commitments.
At individual level, banks and foreign bank branches proved they are capable of
managing liquidity risk in an adequate manner.

1.3. Identification of risks in the supervision process
The robust strengthening of the Romanian banking system in terms of volume and
sophistication of transactions has required steady improvement of supervision, the
monitoring of credit institutions relying mainly on the assessment of risks attached,
directly or indirectly, to the banking activity.
To this end, methods have been devised to assess and measure banks’ financial
performance, as well as to correlate their risk profile with their capability to
manage risks. In this context, the identification of possible weaknesses in banks’
management of the main banking risks (credit, liquidity, market, operational,
reputational risks) was the major concern of the supervisory authority.

Credit risk
Credit risk is incurred by all banks and may inflict serious damage on the bank in
question and on the banking system as a whole, if the exposure to this type of risk
is large. For that reason, each bank’s strategy shall include programmes and
procedures devised to manage banking risks in general and credit risk in particular,
the containment of risk exposure and maximisation of profitability along with
observance of banking and general regulations representing one of the key
objectives of bank management. Credit risk management regards the management
of both overall and individual credit risk, each segment playing a particular role in
lending and general management.
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Credit risk was the major risk the Romanian banking system had to deal with amid
credit expansion, almost half of aggregate assets being tied up in loans (47 percent
at end-2005).
According to the findings of on-site inspections, the main deficiencies in credit risk
management were caused by the following:
–

faulty assessment and reporting of loans representing large exposures, namely
the exceeding of the maximum requirement for large exposures;

–

non-observance of own regulations by the respective bank;

–

failure to report or delayed reporting of off-balance-sheet legal collateral;

–

inappropriate implementation of the loan classification methodology;

–

flaws in the legal collateralisation for each type of loan, in the compulsory
insurance of assets pledged as collateral and in the transfer of insurance
policies to the bank;

–

rise in the volume of off-balance-sheet loans and the low repayment rate;

–

large share of high-risk collateral in the structure of collateral taken from
customers.

Operational risk is the most frequently detectable risk for banking and therefore
the most challenging. Most often, operational risk involves the following
deficiencies:
–

gaps in the IT system;

–

inadequate organisation of audit and internal control system;

–

faulty monitoring of customers, as a result of non-observance of “know-yourcustomer” rules;

–

large staff moves and lack of segregation of duties/responsibilities of
employees;

–

operations that may be seen as suspicious or the faulty reporting of some data
to the Credit Risk Bureau with impact on overall risk assessment.

During 2005, on-site supervision included 68 inspections, of which 29 fell into the
category of complete thematic actions, conducted in compliance with the action
plan approved by the Supervisory Committee within the National Bank of
Romania, while other 39 focused only on a small number of supervisory themes or
even on a single supervisory theme. The objectives of the supervisory actions in the
last category refer particularly to the prevention and control of money laundering
and combating the financing of terrorism through the financial and banking system,
the liquidity risk, the checking of observing “know-your-customer” rules and
solvency requirements, of lending activity and payments and of the recognition in
the accounting records of some operations. Moreover, on-site inspections focused
on identifying the discrepancies between the reports submitted by banks on the
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fulfilment of measures agreed upon following prior inspections or on checking the
complaints of customers or other government bodies.
The findings relative to banks’ compliance with prudential requirements following
on-site inspections at the head offices of credit institutions and analyses based on
the reports submitted by banks materialised in sending 13 notification and
observation letters (which focused mainly on implementing the liquidity
management strategy, the revision of norms on lending, the drafting of strategies
regarding the risk profile and the major risks attached to the banking activity), as
well as in the imposition of sanctions and adoption of measures in the case of 25
banks and 5 foreign bank branches where serious deficiencies were found.

1.4. Measures to improve risk-based prudential supervision
The efforts made to strengthen the supervisory capacity of the Romanian banking
system were aimed at enhancing the competitiveness, stability and credibility of the
banking sector, as well as at boosting banks’ capacity to ensure efficient financial
intermediation.
The shift to risk-based prudential supervision was a prerequisite of the monitoring
process of the banking system, particular attention being attached to the coming in
line with the best international practices in the field destined to identify and
measure risks.
The major challenge the banking system has to face is the implementation of the
requirements of the New Basel Capital Accord, which has a heavy impact on
lending to new companies and on “know-your-customer” standards. As market
economy is governed by the profit-making principle, banks have to improve their
financial risk management in order to withstand competition. Taking into account
that credit risk is inherent and inevitable, bank managers have to manage risk so as
to keep the various types of risks at reasonable levels, yet preserve the profitability
of the bank. Basel II Accord allows a more comprehensive assessment of risk
exposure, by taking account of operational and market risks as well, risk exposures
being assessed based on methods relying on track record.
The sophisticated process of transposing and implementing the directives of the
New Basel Capital Accord required the carving out of a new strategy focusing on
the close co-operation between banks, within a joint project developed by the
National Bank of Romania and the Romanian Banking Association. Furthermore,
throughout the process, the National Bank of Romania will strengthen ties with the
other authorities involved in the implementation of the New Basel Capital Accord,
i.e. the National Securities Commission and the Ministry of Public Finance.
At the central bank level, the full transposition and implementation of the New
Basel Capital Accord prompted all the departments involved in attaining this
objective, particularly the Licensing and Regulation Department, the Supervision
Department, the Financial Stability Department, the Legal Department, European
Integration and International Relations Department, to join efforts.
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From this perspective, the transposition and implementation of the provisions of
the New Basel Capital Accord were envisaged to take place in four stages, as
follows: (i) initiation of dialogue and exchange of information with the banking
sector (overall assessment of risk management instruments, as well as of credit
institutions’ position concerning the technical options for the implementation of
Basel II Accord; information and dialogue with other national authorities (the
National Securities Commission and the Ministry of Public Finance) and
international authorities, i.e. supervisory authorities in other countries, assessment
of professional training requirements for bank staff, including the supervisory
authority’s staff; (ii) development of the instruments necessary to exercise efficient
supervision of banks in line with Basel II standards (stating their position relative
to the options for decision-making of the monetary authority; implementation of
the quantitative impact analysis; supervision of credit institutions at the central
bank’s head office – off-site inspections; missions aimed at assessing the
conditions for the implementation of Basel II Accord – on-site inspections;
approximation of national legislation and EU directives; preparation of handbooks
for the validation of internal credit ratings of credit institutions; adjustment of the
prudential reporting system of credit institutions; (iii) validation by the National
Bank of Romania of the internal credit ratings of credit institutions; (iv) checking
enforcement of Basel II Accord provisions by credit institutions. Mention should
be made that the objectives of the first stage, as well as some activities scheduled
for the second stage, have been fulfilled. Within the Twinning Arrangement signed
with the central banks of France, the Netherlands and Italy, seminars were
organised on the issues specific to the activity carried out by the Supervision
Department, which met the training requirements of the staff. The Supervision
Department participated or is about to participate in the following activities:
–

supporting supervisors in conducting on-site inspections in assessing
banks’ ability to measure their own risk profile by using methods and
handbooks to assess the level of capital deemed optimum according to all
types of risks;

–

revising the methods used by central banks to check the quality of the IT
system;

–

improving the instruments and procedures used by the National Bank of
Romania with a view to assessing credit risk and disclosing the overall
assessment of the bank subject to inspection;

–

developing the capability of the National Bank of Romania’s staff to
subsequently assess corporate governance and the control system of banks;

–

updating the methods used during off-site inspections to assess and
interpret risk assessment and early warning indicators.

The drafting of the supervisor’s manual based on the risk assessment system and
some handbooks for the assessment of banks’ internal control systems and the IT
systems, as well as the permanent contact with the supervisory authorities included
in the Supervisory Group in the Central and Eastern Europe played a major part in
rendering supervision more efficient.
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Moreover, it is worth noting the shift in the approach used to assess bank
management (the M component in the uniform rating system) so that it allows the
identification of its capacity to plan, monitor and control banking risks and assess
the quality of corporate governance and IT system at bank level, as well as the
appropriateness of internal audit systems. Such an approach was backed by the
implementation of a number of risk assessment matrices (scorecard) which
comprise the most relevant features of management and allow the assignment of a
grade for each of the above-mentioned analysis elements.
Against this backdrop, the use of a new assessment element in the uniform bankrating system – CAMEL(S), namely sensitivity to market risk (S), will represent a
crucial stage in the development of the supervisory strategy. The need to add
market risk assessment to the present bank-rating system stemmed from the
changes in the Romanian banking system and the supervisory authorities’
orientation towards the most advanced world practices in the field.

1.5. Co-operation agreements on prudential supervision
A more efficient supervision of banks is the main concern of the National Bank of
Romania in its relentless pursuit to achieve a sound and stable banking system. In
this vein, the legal framework for the co-operation between the National Bank of
Romania and the competent supervisory authorities in Romania and abroad was put
in place.
From this perspective, the National Bank of Romania, the National Securities
Commission and the Insurance Supervisory Commission signed a three-party
memorandum of understanding for co-operation with a view to enhancing the
stability of the financial system and its components. Furthermore, the Regulation
on the organisation of three-party meetings of senior officials of the NBR, the NSC
and the ISC was adopted. Another co-operation agreement between these
institutions had been signed in 2002, but this memorandum of understanding
clearly specifies the basic principles underlying co-operation between the parties,
namely: clear-cut segregation of responsibilities of the three authorities,
transparency and co-operation in drafting bills and specific regulations, and the
steadfast exchange of information by observing confidentiality thereof. The
memorandum of understanding also provides for the creation of inter-institutional
working groups and the preparation of operating procedures. Thus, five standing
technical committees were established, covering the main fields of interest for the
three authorities, i.e. the Financial Stability Committee, the Supervision and
Control Committee, the Regulation Committee, the Payment System Committee,
and the Financial Statistics Committee. The memorandum of understanding also
stipulates the setting-up of ad-hoc committees, as need be.
Thus far, Romania has signed co-operation agreements with ten foreign
supervisory authorities, i.e. the National Bank of Moldova, the Banking Regulation
and Supervision Agency in Turkey, the Central Bank of Cyprus, Banca d’Italia,
Bank of Greece, the Federal Financial Supervisory Authority in Germany,
De Nederlandsche Bank, the Supervisory Authority in Hungary, Commission
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Bancaire in France, the latest co-operation agreement being signed with the
Austrian Financial Market Authority on 7 March 2006. The objective of such cooperation agreements is to establish the means to collect and exchange information,
chiefly during on-site inspections at the head offices of credit institutions, in order
to create conditions for the signatory parties to fulfil their obligations with a view
to attaining the international standards for efficient supervision and promoting the
security and soundness of financial institutions.

2. Licensing and regulation of credit institutions
2.1. Licensing of credit institutions
In 2005, the National Bank of Romania relentlessly pursued its policy of
strengthening the banking system by ensuring sound shareholding that can exert
efficient control over bank managers with a view to helping them carry out their
activity. The licensing of new credit institutions relied on this policy objective
assumed by the National Bank of Romania.

Licensing of savings and loan banks for housing – Romanian legal entities
In virtue of Law No. 541/2002 on collective saving and lending for housing, in July
2005, the National Bank of Romania licensed HVB Banca pentru Locuinţe jointstock company.
HVB Banca pentru Locuinţe joint-stock company performs operations specific to
savings and loan banks for housing, i.e. taking deposits from customers and
granting fixed-rate loans from collective savings for housing.

Licensing of credit co-operative organisations
On the strength of provisions of Law No. 122/2004 amending Government
Emergency Ordinance No. 97/2000 on the organisation of credit co-operatives,
June through November 2005, the application for licensing submitted by RoCredit2
credit co-operative network was analysed and finally rejected. The complaint
lodged by RoCredit credit co-operative network was rejected by the NBR Board.
Credit co-operative organisations that will not be granted the licence after
exhausting the legal means of challenging shall be subject to lawful dissolution and
shall open winding-up proceedings.

2.2. Regulation
Prudential regulation
In 2005, the legal framework was further revised and supplemented by the
following regulations:
2

Resulting from reorganisation of the credit co-operative networks Aurora Română, Creditul
Românesc and Concordia Română.
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–

–

Norms No. 10/2005 on containing credit risk attached to household loans,
published in Monitorul Oficial al României No. 683/29 July 2005, which set
forth the implementation of measures for slowing down non-government credit
growth. In this respect, the central bank has introduced additional restrictions
aimed at reducing aggregate demand, as follows:
–

debt service ceiling of 40 percent of the borrower’s net income relative to
mortgage loans, real estate loans, and consumer loans;

–

unified regime of real estate loans and mortgage loans, and a debt service
ceiling of 35 percent of the borrower’s net income relative to mortgage
loans and real estate loans.

Norms No. 11/2005 on containing exposure from foreign currencydenominated loans, published in Monitorul Oficial al României No. 840/16
September 2005 that lay down measures to make banks adopt a prudent stance
when managing the credit risk attached to foreign currency-denominated loans
granted to unhedged borrowers.
The provisions apply to credit institutions, Romanian legal persons, and
foreign bank branches licensed to operate on the territory of Romania.
The exposure of a credit institution from foreign currency-denominated loans
granted to unhedged borrowers, natural and legal persons, before deducting
specific provisions for credit risk is limited at 300 percent of own funds,
percentage applied at individual, consolidated, and national level.
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–

Regulation No. 8/2005 amending NBR Regulation No. 5/2002 on classification
of loans and placements, as well as on the setting-up, regulation and use of
specific provisions for credit risk, as subsequently amended and supplemented,
published in Monitorul Oficial al României No. 840/16 September 2005, that
stipulates the measures meant to have an indirect impact on the volume of
foreign currency-denominated loans granted to unhedged borrowers, as a result
of the larger costs attached to such provisions.

–

Regulation No. 13/2005 amending NBR Methodological Norms No. 12/2002 on
the enforcement of NBR Regulation No. 5/2002 on the classification of loans
and placements, as well as on the setting-up, regulation and use of specific
provisions for credit risk, as subsequently amended and supplemented, published
in Monitorul Oficial al României No. 1195/30 December 2005, that stipulates the
quality of insurance policies, whose object is the guarantee or takeover of default
risk, of reducing credit risk in order to establish the amount of specific provisions
for credit risk, provided that conditions are met pertaining to the features of the
respective insurance policies, to the transfer of credit risk outside the credit
institution group and to the inclusion in the internal rules of credit institutions of
specific provisions relative to the procedure establishing the amount of the
guarantee to be deducted from the exposure.
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–

Norms No. 12/2005 amending and supplementing NBR Norms No. 12/2003 on
the supervision of solvency and large exposures of credit institutions, as
subsequently amended and supplemented, published in Monitorul Oficial al
României No. 840/16 September 2005, that stipulate the possibility of
performing operations entailing large exposure to a single debtor or causing the
increase of the exposure, with the prior approval of the Board of Directors of a
credit institution or its managers’. At the same time, the said Norms set forth
the obligation of the Board of Directors to conduct a monthly analysis of such
operations approved by the bank managers.

–

Circular No. 18/2005 amending NBR Norms No. 5/2004 on capital adequacy
of credit institutions, as subsequently amended and supplemented, published in
Monitorul Oficial al României No. 504/14 June 2005 that extended the testing
period of Norms No. 5/2004 from 30 June 2005 to 30 September 2005.

Accounting regulation
Given the developments in the accounting field in Europe and worldwide
illustrating the orientation towards the establishment of an internationally agreed
upon framework for compiling and presenting financial statements capable to
disclose relevant and reliable information and based on the commitments assumed
under the Complementary Position Paper II, which includes the objectives
provided for in the Country Strategy for the implementation of Romania’s Action
Plan, approved by Government Decision No. 2170/2004, the National Bank of
Romania continued harmonisation with the acquis communautaire of the national
accounting regulations applicable to credit institutions.
According to the provisions of Order No. 907/2005 issued by the Ministry of
Public Finance on the approval of categories of legal persons that apply the
accounting regulations harmonised with the International Financial Reporting
Standards (IFRS), namely the accounting regulations brought in line with EU
directives, during 2006 fiscal year, credit institutions shall apply accounting
regulations in compliance with EU directives. Furthermore, during 2006 fiscal
year, credit institutions shall also establish a separate set of financial statements in
line with the IFRS, resulting from the revision of financial statements compiled
according to the accounting regulations harmonised with EU directives.
In this context, the National Bank of Romania issued Order No. 5/2005 approving
the Accounting regulations harmonised with EU directives, applicable to credit
institutions, which sets the obligation of compiling the following financial
statements:
–

individual annual financial statements for 2006 fiscal year in compliance with
the respective directives, yet maintaining the provision regarding the
application of the IFRS by credit institutions as well, where the directive does
not provide for accounting treatment of certain economic and financial
operations, provision set forth in Order No. 1982/5/2001 issued by the Ministry
of Public Finance and the National Bank of Romania, as subsequently

National Bank of Romania

47

Annual
Report
2005
Chapter 2. Prudential supervision and financial stability

amended and supplemented – repealed after the entry into force of Order No.
5/2005 issued by the National Bank of Romania Governor;
–

consolidated financial statements, in compliance with the IFRS, starting with
2006 fiscal year.

The new regulations shall ensure further transposition of Directive 86/635/EEC on
annual accounts and consolidated accounts of banks and other financial institutions
(including amendments to the said Directive by means of Directive 2001/65/EC
and Directive 2003/51/EEC) and of Directive 89/117/EEC on the obligations
regarding the disclosure of accounting documents by the branches of credit
institutions established in a Member State and of the financial institutions
headquartered outside the respective Member State.
In order to update the periodic financial statements to reflect the amendments to the
publishable norms and the financial statement forms, following the issue of NBR
Order No. 5/2005, and in order to improve the structure of reporting models and
the content of the regulation, based on the recommendations made by the
Supervision Department in the National Bank of Romania (beneficiary of this
information), Order No. 6/2005 approving the Periodic Financial Statement Models
and the Methodological Norms for their compilation and use, applicable to credit
institutions, starting with 2006 fiscal year, was issued.
The requirements for the implementation of the IFRS, starting with 2007 fiscal
year, including the requirements for individual financial statements prepared by
credit institutions, shall be established in compliance with the requirements of EU
regulations and the assessments made by the regulatory authorities in Romania, as
stipulated in Order No. 907/2005 issued by the Minister of Public Finance.
The adoption by the National Bank of Romania and the Accounting and Financial
Reporting Council of the strategy for the implementation of the IFRS at the level of
the banking system, including a possible decision for the enforcement of the IFRS
as an accounting basis and a basis for the preparation of individual financial
statements, starting with the financial statements for 2007, shall be properly
prepared the analysis of credit institutions’ capacity to implement the IFRS in good
conditions representing the key assessment factor.
In order to assess credit institutions’ real capacity to successfully implement the
IFRS, in February 2006, the National Bank of Romania required credit institutions
to fill in a questionnaire based on which the strategy for the implementation of the
IFRS will be established. Next, the strategy will be submitted for debate to the
Accounting and Financial Reporting Council which will decide upon requesting the
National Bank of Romania and the banking system to fill in a questionnaire relative
to the implementation of the IFRS.
Where the Accounting and Financial Reporting Council decides that the banking
system enjoys the capacity to implement the IFRS, starting with 2007 fiscal year,

48

National Bank of Romania

Annual
Report
2005
Chapter 2. Prudential supervision and financial stability

the objectives pursued by the National Bank of Romania during 2006 concerning
the accounting system for credit institutions shall refer mainly to the following:
–

completion in due course of accounting regulations applicable to credit
institutions under the conditions of implementing the IFRS;

–

preparation of regulations governing the Periodic Financial Statement Models
for credit institutions that will be submitted to the National Bank of Romania
and the Ministry of Public Finance, starting with 2007 fiscal year;

–

further participation in the Joint Committee on accounting problems of credit
institutions in order to update the drafts of handbooks prepared so far based on
the changes to the IFRS.

Regulation of lending activity performed by non-bank financial
institutions
The size and dynamics of the financial intermediation sector, along with its
particular features such as the sophistication of financial products/services may
play a key role in any functional market economy. In Romania, over the past
several years, the financial sector posted a stellar performance from the
institutional standpoint, as well as in terms of the implemented financial
instruments that are similar to those used in advanced market economies.
The steady strengthening of credit institutions’ position, as reflected also by the
attendant growth of total volume of bank credit, was accompanied by the fast
expansion of non-bank financial intermediation sector represented by specialised
institutions, such as leasing companies, guarantee funds, mortgage companies,
commercial companies specialized in the sale of consumer goods in instalments,
pawnshops, mutual benefit societies, etc. The rise in the number of these
institutions and in the volume of loans granted made this segment stand out in the
economic environment and, implicitly, required the design of some rules necessary
to create a sound basis for lending activity and to ensure consumer protection.
The regulation of this sector was therefore required by the large volume of loans
granted by non-bank financial institutions (NFIs), due also to the migration of a
substantial part of lending activity from the regulated sector to the non-regulated
sector, and it focuses on ensuring and maintaining financial stability.
Therefore, the Government issued Ordinance No. 28/26 January 2006 on regulating
some financial and tax measures (published in Monitorul Oficial al României No.
89/31 January 2006) which sets forth the provisions on lending activity performed
by NFIs. The Ordinance provides for the legal framework for lending by NFIs,
which are established to perform lending activity, with professional status, in a
broadly-defined manner, therefore setting up minimum, equal and nondiscriminatory conditions for all market participants.
The preparation of this piece of legislation relied on the studies regarding the
regulation models for NFIs in some European countries, namely: (i) a regime
National Bank of Romania
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identical to that of credit institutions; (ii) special rules governing licensing,
regulation and supervision; (iii) minimal rules.
In the case of Romania, the regulation model based on special rules deemed
optimal for NFIs is the model used in Italy and Southern Europe. It includes a
sufficient number of elements specific to regulation, licensing, and supervision to
allow the Romanian authorities to attain their key objective, i.e. ensuring the
conditions for sound growth of financial intermediation and, implicitly, boosting
confidence in the financial market, yet avoiding the instance where overregulation
measures is required.
According to the Ordinance, NFIs may perform lending activity only after
notifying the National Bank of Romania and being recorded in the registers opened
and held by this institution, namely the Special Register and the Entry Register. In
order to be entered into the said registers, NFIs shall fulfil several requirements that
are mentioned in the Ordinance.
The provisions of the Ordinance govern mainly the following aspects:

50

–

the institutionalisation of these entities under the generic term of non-bank
financial institutions (NFIs), set up as joint-stock companies (except for
mutual benefit funds and pawnshops) whose core activity is granting loans
(micro credit, consumer loans, real estate/mortgage loans, financial leasing,
trade credit, factoring, discount and forfeiting operations, provision of
collateral and assumption of commitments – including loan guarantee, etc.);

–

the minimum share capital shall amount to the equivalent in RON of EUR
200,000, except for mutual benefit funds and pawnshops;

–

the notification to the National Bank of Romania, as well as the
information the respective entities shall provide in order to be
recorded/entered into the Entry Register;

–

the conditions to be fulfilled by both significant shareholders and senior
managers in terms of honorability, and professional training and
experience;

–

the recording, monitoring and supervising shall be organised on three tiers
depending on the type, volume and specific of lending activity performed
by the respective entity; a General Register for the companies posting low
turnover (monitoring regime); a Special Register for the companies whose
turnover is above the materiality threshold set by the National Bank of
Romania (supervision regime), and an Entry Register for the mutual benefit
funds and pawnshops (whose activity shall be observed and quantified for
statistical purposes only);

–

the obligation of NFIs entered into the General Register and, where
appropriate, into the Special Register, to issue norms specific to lending
activity and to its permanent monitoring through own dedicated
departments, as well as by contracting audit services;
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–

the manner in which the monitoring and supervision of NFIs by the
National Bank of Romania is exercised and the sanctions the latter may
impose for non-compliance with legal provisions;

–

the introduction of provisions specific to mutual benefit funds and
pawnshops whose organisation and operation shall be in compliance with
special laws;

–

the setting of time limits by which the entities that were performing
lending activity at the date the said Ordinance came into force shall take
appropriate measures to comply with the new legal provisions and to
conclude the operations in progress that they are no longer allowed to
perform;

–

the setting of the National Bank of Romania’s obligation to issue new
norms for the enforcement of the Ordinance, that refer mainly to the
following: (i) notification, recording in the registers, creation and holding
of registers by the National Bank of Romania; (ii) bookkeeping and
preparation of financial statements; (iii) periodic reporting (necessary for
achieving monitoring and supervision of NFIs); (iv) monitoring and
supervision of NFIs; (v) ensuring equal treatment for lending activity and
minimal rules for prevention and control of money laundering, and
combating the financing of terrorism.

Regulations on foreign currency regime
In 2005, the National Bank of Romania further pursued its commitments assumed
to the EU under the National Programme for Accession of Romania, as regards the
completion of liberalisation of capital transactions by accession date.
In this vein, the regulatory framework governing the foreign currency regime was
improved by Regulation No. 4/2005 on foreign currency regime and by the norms
issued for its enforcement, effective 11 April 2005. Among the key objectives
underlying the formulation of this Regulation, the following deserve mention:
–

establishment of the time limit (no later than 1 September 2006) by which full
liberalisation of capital account will be achieved, in compliance with the
commitments assumed to the EU. On 11 April 2005, the operations to be
liberalised were the following: (i) operations in financial instruments normally
dealt in on the money market; (ii) residents’ access to current accounts and
deposit accounts opened abroad with credit institutions and other similar
institutions;

–

setting the protective measures to be taken by the National Bank of Romania,
in pursuance of the requirements of the acquis communautaire, following
liberalisation, as at 11 April 2005, of non-residents’ access to deposit accounts
in domestic currency (RON) opened with credit institutions in Romania;

–

putting in place of a more simplified and flexible framework for foreign
currency operations, out of which administrative requirements have been
eliminated;

National Bank of Romania

51

Annual
Report
2005
Chapter 2. Prudential supervision and financial stability

–

widening of the scope of activity of foreign currency operations between
residents, in that operations between residents involving financial account
flows (loans, deposits, money transfers, transactions in securities, etc.) may be
carried out in foreign currency as well; operations that may be performed in
local currency (RON) alone, between residents, include only those operations
implying the sale of goods, provision of services, and execution of works;

–

relinquishment of the provisions stipulating residents’ obligation to collect and
repatriate all financial assets in foreign currency and/or local currency resulting
from operations with non-residents, less duties, fees and related expenses; thus,
residents are given the possibility to collect claims against non-residents also in
accounts opened abroad, as well as to set off their claims against non-residents,
resulting from current and capital transactions;

–

free access of residents and non-residents to the interbank foreign exchange
market, where they may issue buy/sell orders for all operations, in compliance
with the provisions of the Regulation;

–

widening of the scope of applicability of the norms on foreign currency
operations, in that they also regulate foreign currency operations performed by
those categories of entities that benefit from express legal provisions;

–

removal of the obligation of exchange houses, set up pursuant to Law No.
31/1990 on commercial companies, to have a sole activity; the new norms
allow exchange houses to carry out secondary activities similar in nature to
financial intermediation;

–

the meaning of “cash payment instruments” was brought in line with the
provisions of the Draft Proposal for a Regulation of the European Parliament
and of the Council on control of cash inflows and outflows.

Subsequent to the entry into force of Regulation No. 4/2005 and the norms issued
for its enforcement, for the purpose of early liberalisation (in July 2005) of
operations in current accounts and deposit accounts opened by residents with credit
institutions abroad and other similar institutions, and in order to give exporters the
possibility to effect payments in foreign currency in their relations with the subsuppliers involved in export production, given that all those participating in export
production are considered suppliers and/or sub-suppliers, Regulation No. 6/2005
amending Regulation No. 4/2005 on the foreign currency regime and Norms No.
5/2005 on licensing foreign currency operations was issued; the Regulation entered
into force as from 20 July 2005. The measures stipulated therein refer to the
following:
–
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the early liberalisation of operations in current accounts and deposit accounts
opened by residents with credit institutions abroad was due to the good
macroeconomic performance, the confidence Romania earned on the
international financial markets, the favourable signals from rating agencies
along with higher return on investment denominated in local currency (RON)
compared to investments on other foreign markets, given the stronger domestic
currency. This liberalisation measure does not include operations in financial
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instruments normally dealt in on the money market which are further subject to
licensing even when they are performed by residents in accounts opened
abroad;
–

the possibility offered to exporters to effect payments in foreign currency in
relations with other residents (sub-suppliers) was attributed to the reduction in
foreign exchange losses concerning export claims on the backdrop of strong
appreciation of domestic currency and to the prevention of trade deficit from
widening sharply.

Regulations on mortgage loans
With a view to boosting mortgage loans in Romania, with beneficial effects on both
the development of capital market (by introducing new financial instruments, i.e.
mortgage bonds) and the refinancing of banks and mortgage companies, the legal and
institutional framework for this market segment was created by issuing the following
pieces of legislation:
–

Law No. 34/2006 amending and supplementing Law No. 190/1999 on
mortgage loans for real estate investment;

–

Law No. 33/2006 on mortgage loan banks;

–

Law No. 31/2006 on receivables securitisation;

–

Law No. 32/2006 on mortgage bonds.

According to legal provisions, the secondary regulations based on these laws are to
be issued by the competent authorities – the National Bank of Romania and the
National Securities Commission – no later than three months from the entry into
force of the said Laws. The regulations governing this area that are the
responsibility of the National Bank of Romania focus mainly on the following:
–

licensing mortgage loan banks, including the conversion of mortgage
companies into mortgage loan banks, and the inclusion of the new category of
credit institutions in the scope of applicability of some regulations already in
place;

–

selecting the assets eligible for supplementing the portfolio of mortgage loans
underlying the issue of mortgage bonds and removal from the portfolio of
depreciated/repaid mortgage loans;

–

licensing the agent that represents the interests of mortgage bond holders.

2.3. Broad-based projects in the field of bank prudential
supervision in progress since 2005
Basel II Accord
In order to implement the new requirements of Basel II Capital Accord at national
level, in 2005, the National Bank of Romania started a project aimed at revising the
entire legal and regulatory framework specific to credit institutions. In terms of
National Bank of Romania
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primary legislation, the project focuses on the revision of all normative acts
applicable at present to the various categories of credit institutions: banks, credit cooperative organisations, savings and loan banks for housing, electronic money
institutions and, in the future, mortgage loan banks. The draft law to govern the
regime of credit institutions in a unitary manner is under way and it will comprise
general provisions including the principles and requirements harmonised with EU
directives, as well as the provisions specific to the various categories of institutions.
The technical aspects shall be presented in detail in the regulations to be issued by
the National Bank of Romania for the enforcement of the law and they will refer to
capital requirements for covering credit risk (including the taking into account of
the impact of the techniques meant to reduce this risk), market risk and, as a
novelty, operational risk; moreover, the regulatory framework will transpose the
provisions relative to covering risks attached to securitisation operations, liquidity
risk, interest rate risk attached to the items that are not included in the banking
book, as well as the provisions governing reporting requirements necessary to
ensure market discipline.
In addition, preparation of some handbooks for the validation of the internal models
was initiated and the revision of the prudential reporting system is envisaged.
Basel II Project is led by a Steering Committee comprising representatives of the
National Bank of Romania, the Ministry of Public Finance, the National Securities
Commission and the Romanian Banking Association.
The implementation of provisions of the New Capital Accord is a challenge to both
the National Bank of Romania and credit institutions, as the time limit for attaining
this objective is 1 January 2007.

Implementation of Directive 2002/87/EC on financial conglomerates
Another commitment assumed during the negotiations with the EU refers to the
transposition in the national legislation of Directive 2002/87/EC on the
supplementary supervision of credit institutions, insurance undertakings, and
investment companies included in a financial conglomerate and the amendment of
Directives 73/239/EEC, 79/267/EEC, 92/49/EEC, 92/96/EEC, 93/6/EEC and
93/22/EEC and of Directives 98/78/EC and 2000/12/EC (Directive 2002/87/EC).
In 2005, an Inter-institutional Working Group was set up with a view to
transposing Directive 2002/87/EC. The Group was co-ordinated by the Ministry of
Public Finance and comprised representatives of the competent authorities in the
field of financial services supervision (the National Bank of Romania, the National
Securities Commission, the Insurance Supervisory Commission), as well as
representatives of the Ministry of Justice and the Ministry of European Integration.
During 2005, normative act were elaborated for the transposition of the Directive
and efforts were made to correlate sectoral strategies in the financial area in order
to lay the groundwork for appropriate implementation of these regulations. The
time limit for the entry into force of the new legal framework is 1 January 2007,

54

National Bank of Romania

Annual
Report
2005
Chapter 2. Prudential supervision and financial stability

the Inter-institutional Working Group preparing the draft law for the supplementary
supervision of regulated entities included in a financial conglomerate.
In order to implement the Basle II Capital Accord and transpose the provisions of
Directive 2002/87/EC into the national legislation, the National Bank of Romania
has been granted technical assistance under the Twinning Arrangement signed with
a consortium of central banks of EU Member States (Banque de France, Banca
d’Italia, De Nederlandsche Bank). Moreover, EU experts have been sharing
experience with their Romanian colleagues, being engaged in activities funded by
TAIEX (Technical Assistance and Information Exchange).

3. Financial stability
3.1. The role of central banks in ensuring financial stability
Along with the fundamental objective of ensuring price stability, central banks play
a major role in preserving financial stability. Broadly defined, financial stability is
the financial system’s ability to efficiently allocate resources, manage financial
risks, and withstand systemic shocks in a lasting way. This role derives, first and
foremost, from the central bank’s prerogative of supplying primary liquidity to
effect payments and of making decisions with regard to the organisation and
operation of the payment system. Moreover, the central bank is highly concerned
with the smooth functioning of the banking system to ensure efficiency of the
monetary transmission mechanism. Financial instability results in contraction of
broad money and strong increase in central bank’s demand for money which
requires liquidity injections for ensuring monetary stability.
Over the past several years, ensuring financial stability became highly relevant to
both monetary authority and international financial institutions. This is indicative
of the expansion and liberalisation of financial systems, on the one hand, and of the
occurrence of financial crises and exogenous shocks with damaging after-effects
both domestically and internationally, on the other. Over the last decade, the
financial turmoil in Southeast Asia revealed the weaknesses of the established
supervisory regimes, i.e. monetary and prudential regulation, requiring an
additional macroprudential approach to the analysis of connections between
financial stability and macroeconomic stability. Therefore, the competent
authorities had to get more deeply involved in monitoring, analysing, and assessing
the national financial systems and the major international markets, as well as in
identifying remedial measures. Transparency of operations and financial market
functioning improved, including via release of periodical reports and studies.
According to its Statute, it is incumbent on the National Bank of Romania to
ensure financial stability by discharging its duties in the field of regulation and
supervision of credit institutions, in monitoring payment systems, providing
liquidity and acting as lender of last resort for credit institutions. Specifically, the
Romanian monetary authority has committed, starting in late 2004, to analysing
and assessing financial system stability by publishing the Financial Stability Report
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on a regular basis. This is proof of the central bank’s concern for the possible risks
associated with the swiftly-growing local financial system, financial liberalisation
and external economic events or other exogenous shocks.
The National Bank of Romania participates – along with 60 countries – in the
“Co-ordinated Compilation Exercise for Financial Soundness Indicators”, initiated
by the IMF. This requires participating countries to calculate a set of basic
indicators and certain indicators in accordance with a sole methodology; they are
due for release in 2007 on the IMF’s website. Taking part in this exercise will
enhance the National Bank of Romania’s expertise in compiling macroprudential
indicators and analysing the soundness of financial institutions in Romania.
Macroprudential analysis relies on macroeconomic indicators as regards banking or
companies and households, and includes stress testing for the banking system as a
whole and for each bank. Starting from the assistance granted under the IMF’s
Financial Sector Assessment Program, the central bank developed such a technique
by resorting to the best practices in the field.

3.2. Key assessments of financial stability
Analysis of the Romanian financial system from the perspective of its ability to
efficiently allocate resources, manage exogenous and endogenous risks and cope
with systemic shocks points to an increased ability to fulfil the main tasks of
financial stability.
The banking sector, the largest component of the financial system, is well
capitalised both as a whole and at individual level (well above requirements),
quality of the loan portfolio is good, and liquidity and financial standing of banks
are high.
The favourable trends arising from the analysis of the key economic and prudential
indicators are confirmed by the outcomes of stress tests to which both the banking
system as a whole and individual banks were subjected. The dry-runs made for the
end of 2005 H1 took into account a shock consisting in the substantial weakening
of the domestic currency (18.6 percent) coupled with the marked cut in interest rate
(6.7 percentage points). Outcomes revealed a very low systemic shock, with no
threat of bankruptcy for any credit institution. All in all, given the above-mentioned
scenario, the solvency of credit institutions in Romania posted a setback of merely
1.6 percentage points.
The main vulnerability to the banking sector is credit risk which, in the short run,
stays within the financial stability corridor and no (other) remedial measures are
required. In the future, banking developments should be closely monitored and the
existing policy framework should be implemented to the letter.
Non-bank financial institutions do not pose significant risks to financial stability
thanks to their increased ability to manage risks and their small size compared to
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the bank sector. In the insurance sector, potential threats in the short run might be
the downturn in interest rates (affecting life insurance policies) and the increase in
the maximum indemnity ceiling (on general insurance policies). Other non-bank
financial institutions such as leasing companies, lending companies, etc., albeit on
the rise, do not jeopardise the system’s stability also as a result of improvement of
the regulatory framework.
Improving the regulatory framework on capital market by bringing it into line with
European legislation mitigated to a large extent the risks associated with this
sector. However, some weaknesses could be detected, given the substantial share of
closed-end companies, i.e. financial investment companies (the vulnerability arises
from the differences between market price and net asset unit value).
Financial infrastructure (regulatory framework, payment system) has been largely
harmonised with the best practices in Europe, with the authorities making efforts to
implement the new framework.
Companies could pose moderate risks to financial stability. In the past few years,
the corporate financial standing improved substantially and arrears diminished.
Payment discipline should be enhanced amid the rise in the number of payment
incidents and the related amounts. Given the low volume of bank borrowings and
the improved financial standing, companies are largely protected against a potential
shock generated by interest rate movements.
Adverse developments in the exchange rate, i.e. a softer domestic currency, could
hurt companies especially due to growing external financing, administered price
hikes, and wage pressures. Overall, companies do not pose significant risks to
financial stability, as indicators on default likelihood for the companies indebted
with banks generally paint a brighter picture than those characterising the corporate
sector in Romania.
Banking system exposure to households increased in recent years, which is a
desirable development. Nevertheless, risks to financial stability arising from such
exposure augmented as well, without posing threats to the system as a whole. As
far as banks are concerned, increased indebtedness of households is the most
conspicuous vulnerability. In the short run, households are expected to borrow
further by taking consumer loans in particular, whereas in the long run a noticeable
expansion of mortgage credit is anticipated. Currency risk could adversely affect
households, given their propensity to contract mainly foreign currencydenominated loans while their earned incomes are largely in domestic currency. In
the short run, however, such a risk is unlikely to hit households according to the
basic macroeconomic scenario, which assumes maintenance of the strengthening
trend of the domestic currency, larger incomes and limited expectations of higher
interest rates.
Romania’s macroeconomic features are illustrative of a trend favouring financial
stability, from the perspective of the declining inflation rate in particular. The
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fundamental objective of the central bank is to ensure price stability, and also to
preserve financial stability.
The global financial and economic framework appears set to remain generally
favourable to the financial stability in Romania, especially in view of the positive
developments in economic activity worldwide and in the activity of its chief trade
partners. Keeping or increasing tightness of monetary policy in the USA could lead
to mixed effects on Romania’s financial stability, i.e. rise in foreign currencydenominated debt service and reduction in short-term capital inflows on the forex
market.
Local financial stability could be strengthened by promoting measures having
direct or indirect effects, as follows: (i) tougher payment discipline by enhancing
negative publicity of defaulters and extending the period for interdiction of their
issuing payment instruments; (ii) implementation of a dynamic provisioning
system, capable of reducing procyclicality pertaining to the setting-up of provisions
by banks; (iii) increasing co-ordination of macroeconomic policies to ensure a
faster disinflation pace; and (iv) rapid overhaul of the pensions system, which
could bolster domestic saving.

3.3. Instruments supportive of prudential supervision
and financial stability
Credit Risk Bureau (CRB)
Following the pick-up in lending and hence the rise in the volume of information in
the CRB database, the utilisation rate of the CRB increased markedly. Thus, in
2005, credit institutions made 4.1 million queries into the CRB database compared
to only 1.1 million in 2004, of which 99.2 percent having the consent of potential
debtors. The queries concerned data on global risk, loans and overdue loans. The
share of new debtors for which authorised queries were made increased to around
92 percent in December 2005 from about 90 percent a year earlier. The larger
number of queries was particularly important to preserve the quality of bank loan
portfolio amid rapid credit growth.
The number of debtors and the number of loans recorded in the CRB database surged
15 times in the six years in operation, while the total amounts due soared more than
12 times. Maintaining the reporting threshold at RON 20,000 brought about an
increase in the coverage ratio, through the CRB database, of bank loans value (from
about 79 percent at end-2004 to approximately 81.1 percent at end-2005).
In this context, it is to be noted that the number of debtors, natural persons, rose
considerably in 2005 as well. While in December 2004 the number of natural
persons in the CRB database whose exposure exceeded the reporting threshold
amounted to 71,090, in December 2005 the number reached 186,691 (up 163
percent). The value of loans granted to the abovementioned natural persons rose to
RON 10,000 million in December 2005 (up 167 percent) from RON 3,743 million
in December 2004. The number of natural persons accounted for 78 percent of total
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debtors entered into the CRB database at end-2005, compared to 63 percent a year
earlier; the value of loans granted to natural persons held 17.7 percent of the debt
stock in December 2005 versus 7.5 percent at end-2004. Out of total loans to
households, EUR-denominated loans accounted for 65 percent, RON-denominated
ones for 27 percent, and loans in US dollars for 8 percent.
Furthermore, at end-2005, some 86,278 debtor groups and 222,417 individuals
with loans less than RON 20,000 and payments overdue for more than 30 days
were recorded in the CRB database; the value of such overdue payments ran at
RON 162.1 million.
In 2005, credit institutions reported to the CRB information on 18 debtors that had
committed card frauds, tantamount to RON 19,103.

Payment Incident Bureau (PIB)
The analysis of PIB database shows that the number of payment incidents and
accountholders that had generated payment incidents was still growing, albeit at a
much slower tempo compared to prior years, which means that the PIB has
successfully been achieving the purpose for which it had been established, namely
to strengthen discipline relative to payment instruments.
In 2005, the number of accountholders that had generated payment incidents was
up 9.1 percent year on year, the number of payment instruments rejected rose by
14.9 percent and the value of rejected amounts increased by 12.2 percent. In 2005,
banks sent 1.99 million queries to the PIB database (compared to 1.5 million in
2004), in their own name or in the name of their customers. The queries were
meant to check whether payment incidents had been recorded in the name of
accountholders.
The National Bank of Romania contends that accurate and timely information can
put a halt to frauds in the payments area and can exclude from the business
environment the persons that breach the legislation in force and bring prejudice,
fairly significant sometimes, to their business partners.
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In 2005, the new currency issue – known as “the new leu” – was put into
circulation pursuant to Law No. 348/2004 on domestic currency redenomination.
Furthermore, the year under consideration saw the launching of the last series of
Romanian notes and coins prior to the introduction of the euro.

1. Domestic currency redenomination
Redenomination is the process of reducing the face value of the currency, so that
10,000 old lei became 1 new leu starting 1 July 2005.
The decision to proceed to redenomination was taken for the following reasons:
–

it marked the end of an inflation-plagued period and the beginning of a period
of macroeconomic stability;

–

it ensured a stable denomination composition;

–

it made the new nominal levels of prices resemble those of their European
peers, the resulting values being easier to use;

–

it was meant as a preparatory step ahead of the introduction of the euro.

Numerous preparatory steps paved the way for the redenomination process itself,
some of them initiated immediately after publication of Law No. 348/2004.
The first step was to create the organisational framework for ensuring the coordination of actions aimed at domestic currency redenomination; thus, working
groups were set up within the central bank, dealing with all areas related to the
new currency issue, such as production, putting into circulation, methodology,
legislation, IT and public information campaign, etc.
The National Bank of Romania established through its dedicated department the
programme of issuing the new currency, selected the future partners involved in
issuing the new notes and coins, and placed the corresponding orders.
The monetary authority was steadily concerned with the manufacturing of the new
notes and coins and gradually supplied them to its branches performing treasury
operations.
Special attention was paid to co-operation with credit institutions in view of
identifying any issues arising from this large-scale process, as regards cash
operations, methodology, IT, legislation, public information, etc. To this end, keen
on finding the best solutions, the National Bank of Romania co-operated closely
with the Romanian Banking Association, the Ministry of Public Finance, credit
institutions, the Romanian Post, the Ministry of Administration and Interior,
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suppliers of processing equipment and ATMs, retail networks, and all the cash
users that requested assistance related to redenomination.
In view of adopting uniform working procedures and clarifying certain aspects
related to redenomination, the National Bank of Romania issued Circular No.
7/2005 on the measures to be taken by credit institutions/State Treasury for
enforcement of Law No. 348/2004 on domestic currency redenomination.
A far-reaching information campaign targeting cash users was carried out prior to
1 July 2005, aimed at getting users accustomed to the redenomination process
itself and to the actual design of the new notes and coins. The public information
campaign materialised in the printing and countrywide distribution of advertising
materials (flyers, posters, leaflets), as well as radio and TV broadcasts featuring
central bank specialists, including from NBR branches, dedicated websites,
seminars organised either by the National Bank of Romania or at the request of
credit institutions, retail networks or other interested institutions.
Redenomination timeline
14 July 2004: enactment of Law No. 348/2004 on domestic currency
redenomination;
1 March 2005-30 June 2006: dual pricing (in both ROL and RON);
1 July 2005: the new notes and coins are put into circulation;
1 July 2005-31 December 2006: dual circulation of old and new notes and coins
and gradual withdrawal of the old ones;
1 January 2007: the old notes and coins may no longer be used as legal tender;
As from 1 January 2007: the old notes and coins may be exchanged for new ones
free of charge, without any time limit.
One month ahead of the scheduled launching of the new leu, the central bank
ensured the frontloading of credit institutions with the new notes and coins, so that
the new currency became legal tender as of 1 July 2005.
The new notes and coins were gradually put into circulation, according to the
terms and conditions laid down in the Law, with a dual circulation of old and new
notes and coins.
Throughout 2005 H2, the National Bank of Romania monitored closely the
compliance with its own strategy of putting into circulation the new notes and
coins while withdrawing the old ones, a strategy that was communicated to credit
institutions during the regular meetings held for this purpose with the support of
the Romanian Banking Association.
The Issue, Treasury and Cash Management Department oversaw and took the
adequate steps to fulfil – by end-2005 – the objectives set by the NBR Board
concerning the quantity of new notes and coins put into circulation and the
withdrawal of old ones.
National Bank of Romania
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The National Bank of Romania has always been concerned with improving the
security of notes and therefore in 2005 it continued to co-operate closely with
other central banks, printing works and the relevant government institutions of
other states, an undertaking that materialised in the modern design of the new
currency issue.
Furthermore, the monetary authority further strengthened ties with bodies of the
European Central Bank and of the Romanian government with a view to
identifying and preventing counterfeits.
Moreover, the central bank also acted towards implementing modern IT solutions
in order to ensure effective and secured circulation of currency and documents.

2. Numismatic issue
In virtue of its statutory powers, beside the currency issue, the National Bank of
Romania launched numismatic issues, thus paying tribute to the great cultural and
scientific figures highly regarded in Romania and marking local and international
historical events.
Thus, in 2005, the central bank launched the following numismatic issues:
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–

the gold coin representing the currency issue “History of Money – Replica of
the Dacian Koson Coin” – 21 February 2005;

–

the silver coin with face value of leu 500 in the issue “125 Years since the
Establishment of the National Bank of Romania” – 8 April 2005;

–

the gold, silver and bronze medals in the issue dedicated to Eugeniu Carada,
founder of the National Bank of Romania – 15 April 2005;

–

the gold coin with face value of leu 20 representing the currency issue
“History of Money – Replica of the First Romanian «Pol»” – 18 May 2005;

–

the mint set in the issue dedicated to the shift to the new leu – 1 June 2005;

–

the silver medal dedicated to the celebration of “125 Years since the
Establishment of the National Bank of Romania” – 11 July 2005;

–

the mint set dedicated to the celebration of 105 years from the start of building
works at the University of Medicine and Pharmacy “Carol Davila” – 1 August
2005;

–

the gold coin with face value of leu 500 representing the currency issue “50
Years since George Enescu Passed Away” – 26 September 2005;

–

the gold coin with face value of leu 10 in the issue “History of Gold – The
Perşinari Hoard” – 5 December 2005;

–

the silver coin with face value of leu 5 in the issue “100 Years from the Birth
of Grigore Vasiliu-Birlic” – 27 December 2005.
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1. Putting into operation of the Electronic Payment System (EPS)
In 2005, the payment system in Romania underwent major structural changes, i.e.
the successful completion of the implementation project of the electronic payment
system and the gradual launching of its three components.
Behind the shift from a paper-based payment system to an electronic payment
system stood, on the one hand, the development of financial markets and the
significant expansion of the operations performed through the payment systems,
and, on the other, the need to move to a predominantly cashless society and to
smooth out cashless payments, as well as the requests of end-users for safe,
efficient and low-cost payment services.
Hence, the newly-implemented electronic payment system is compatible with the
payment systems in the European Union from the viewpoint of both functionality
and compliance with European and international standards and practices in the
field. This system provides the adequate framework for the National Bank of
Romania to exercise its prerogative of promoting and monitoring the smooth
functioning of payment systems aiming to ensure financial stability and maintain
public confidence in the domestic currency.
The implementation project of the electronic payment system is the most complex
project achieved to date under the management of the National Bank of Romania,
as illustrated by the statistical data on the volume of human and financial resources
used, the time required for implementation, the management efforts, the
transparency of the project within the banking system, etc.
The project was financed from both PHARE assistance (in compliance with the
Financing Memorandum of 6 November 2000 concluded between the Government
of Romania and the European Commission) and domestic funds, with
TRANSFOND joint-stock company1 ensuring, on behalf of the Romanian banking
community, the resources for the technical infrastructure of the electronic payment
system, the purchase and endowment of the principal and secondary sites of the
electronic payment system.
The main implementation features were the following:
–

The costs associated with the electronic payment system were in amount of
EUR 16.5 million (EUR 8.04 million were covered by the European Union
through the PHARE programme and EUR 8.4 million by TRANSFOND);

–

The actual implementation of the EPS took 30 months;

1

TRANSFOND joint-stock company, with the central bank and 25 credit institutions accounting for
33.33 percent and 66.67 percent of share capital respectively.
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–

70 institutions participated in the implementation of this project, out of which:
16 domestic and foreign sub-providers; 4 domestic and foreign consulting
firms; 42 credit institutions, the Ministry of Public Finance, the Bucharest
Stock Exchange (BSE), the National Securities Clearing, Settlement and
Depository Company (NSCSDC), VISA International CEMEA, MasterCard
International, the National Bank of Romania, TRANSFOND, the European
Commission Delegation;

–

The joint team involved in the National Bank of Romania-TRANSFOND
project was comprised of 50 people;

–

The team of the provider included 47 people;

–

900 people were trained during the project implementation period;

–

The experts who made the project valuation came from 8 countries, i.e. Italy,
France, the Netherlands, the United Kingdom, Ireland, Belgium, Australia, the
United States of America.

From an architectural viewpoint, the electronic payment system in our country has
the following components:
–

ReGIS (the Romanian electronic Gross Interbank Settlement), the real-time
gross settlement system;

–

SENT (the System for Electronic Net Settlement run by TRANSFOND), the
automated clearing house;

–

SaFIR (Settlement and Financial Instruments Registration), the depository and
settlement system of operations in government securities.

With a view to ensuring continuity of activity of the electronic payment system in
case of a contingency, a back-up and recovery system was implemented as well.
The architecture and the functional features of these systems were established by
taking account of: (i) the policy framework governing the payment systems and the
securities settlement systems in the European Union; (ii) the principles underlying
interbank payments and securities settlements; (iii) the standards and
recommendations of the European Central Bank, the Bank for International
Settlements and other similar institutions and organisations worldwide. As a result,
the implementation of a payment and settlement infrastructure consistent with
similar infrastructures in the EU Member States helps the Romanian system
comply with the community requirements in the field.
In implementing the electronic payment system, the following issues were also
considered: the establishment and updating of the legal and contractual framework
governing the participation in the electronic payment system, as well as the
transposition of the acquis communautaire in the field of payment and settlement
systems with a view to ensuring an adequate framework for the functioning of the
system.
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1.1. ReGIS
General issues
The first component of the electronic payment system, i.e. ReGIS, was launched
on 8 April 2005.
This system effects the real-time gross settlement, which ensures the exchange of
payment instructions among participants, the final settlement of interbank funds
transfers, on a continuous, transaction-by-transaction basis. It is also responsible
for the final settlement of net positions resulting from net settlement systems and
of funds transfers related to operations in financial instruments.
ReGIS is used for the processing and settlement of large-value (over RON 50,000)
or urgent payments in domestic currency, to the limit of funds in participants’
settlement accounts.
This system ensures the settlement of payments made by participants on their own
behalf and account or on their customers’ account, payments related to the
operations performed by the National Bank of Romania (for instance, open-market
operations, forex market operations and lending operations), net positions
calculated by the payment systems which ensure funds clearing and funds transfers
related to operations in financial instruments.
ReGIS is one of the state-of-the-art real-time gross settlement systems. It was
designed so as to comply with the European and international practices and
standards and serve the objectives envisaged by the National Bank of Romania
during its implementation, namely:
–

to develop a payment system consistent with similar payment systems in the
EU and compliance with international practices and standards in the field;

–

to reduce the settlement period of time;

–

to streamline payment operations by speeding up processing of payment
instructions and by shortening the execution period;

–

to provide adequate means for improving liquidity management and reducing
financial risks;

–

to lower the costs related to funds transfers and of the operating costs incurred
by credit institutions;

–

to remove manual operations and paper-based payment instruments;

–

to facilitate the implementation of the central bank’s monetary policy.

After eight months in operation, these objectives were met.
ReGIS implementation contributes to the establishment of an adequate
environment for the development of financial markets and the improvement of
systemic risk management.
National Bank of Romania
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Given that ReGIS is the main channel for implementing monetary policy and that
any disturbance in its operation may have major negative effects on the financial
and economic activity, its importance is vital to the economy, especially in what
concerns maintenance of financial stability and public confidence in the domestic
currency.
ReGIS was thus designed so as to ensure, after Romania’s joining the EU,
connection to the settlement platform of large-value payments in the euro zone –
TARGET (Trans-European Automated Real-time Gross settlement Express
Transfer system), which ensures the processing of cross-border payments in euro,
and that the single currency may be used as the new settlement currency instead of
the domestic currency.
Considering the particular significance of ReGIS, the National Bank of Romania is
the system administrator and operator. In this capacity, the NBR manages and
monitors system functioning, authorises participation therein, manages the
participants’ settlement accounts, sets forth and amends the system rules and the
related documentation, sees to their observance by the participants and imposes
penalties in case of infringement.
TRANSFOND provides the technical operation of the system. It is in charge of
ensuring smooth technical functioning of ReGIS, administering its technical
infrastructure, providing technical authentication of the participants in the system,
supplying technical support to system users, administering the CUG RON (closed
user group using the RON) and the SWIFT FIN Y COPY service.

Participation in the system
The following institutions may participate in ReGIS:
a) credit institutions authorised and supervised by the National Bank of
Romania2;
b) the National Bank of Romania;
c) the State Treasury;
d) organisations providing clearing and settlement services which are supervised
by a competent authority3.
As for the State Treasury’s participation in ReGIS, mention should be made that,
after the implementation of the electronic payment system, the preferential
treatment the State Treasury had enjoyed within the former payment system was
eliminated; at present, the State Treasury has the same rights and obligations as the
other participants in the system. With a view to obtaining the status of a participant
in ReGIS, the State Treasury undertook strenuous efforts in terms of both financial
2

40 commercial banks, Romanian legal entities, and branches of foreign banks, and the central house
of a credit cooperative were in operation at end-2005.
3
The Bucharest Stock Exchange, the National Securities Clearing, Settlement and Depository
Company, VISA International, MasterCard International, TRANSFOND.
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and human resources; an internal network between treasuries was developed, along
with an STP (Straight Through Processing) system which enables the centralised
automated payment processing.
The access to ReGIS is transparent and non-discriminating. In order to obtain the
status of a participant in the system, an institution must be eligible in compliance
with the provisions laid down in ReGIS System Rules, meet the participation
requirements, and conclude the Participation Contract with the NBR in its capacity
as system administrator.
From the viewpoint of the payment instruments circuits, ReGIS is a centralised
system; participants have access to ReGIS via a single access point at their head
office. Each participant must develop its own internal network in order to be able
to send the payment instructions ordered by customers to the single access point.
Each participant in ReGIS (except for clearing and settlement systems of
operations in financial instruments) holds a settlement account in the system
whereby the funds related to payment instructions initiated and received by the
participant are transferred.

Facilities for cash and risk management
With a view to ensuring an efficient cash management, ReGIS provides the
participants with the following facilities concerning the environment and
instruments required for an adequate management of own cash amounts and
potential financial risks:
–

the intraday credit facility granted by the National Bank of Romania, which
gives participants the possibility to obtain liquidity during the day for smooth
settlement in ReGIS. This facility is granted through repo transactions in
eligible assets, in compliance with the provisions laid down in ReGIS System
Rules and Regulation No. 10/2005 on the facilities granted by the National
Bank of Romania for smooth settlement in ReGIS;

–

the queuing mechanism, which offers participants the possibility to assign
processing priorities to payment instructions initiated in ReGIS, according to
their own needs, to change priorities based on funds available in their
settlement accounts or to cancel queued payments should their settlement
accounts lack funds;

–

facilities to set up reserve funds with a view to ensuring the settlement of
payment instructions initiated by clearing or securities settlement systems;
these funds are blocked until the settlement of the respective payment
instructions. Likewise, participants may set up, any time during a business day,
a general reserve fund and a cash reserve in order to manage their own liquid
funds and cash operations;

–

the gridlock mechanism, which ensures the unblocking of the settlement of
payment instructions of two or more participants which are in the queue
because of the lack of funds in the settlement accounts of those participants;
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–

facilities for real-time monitoring of the settlement accounts. In order for
participants to obtain the information necessary for the efficient management
of own liquidities, the system allows them to monitor their own activities,
providing them with facilities to get real-time information on the settlement
account balance and the movements of available funds during the operating
day, both by directly accessing the system and by special reports.

High level of automation and standardisation
ReGIS was designed by taking into account the use of a communication network
able to meet the international requirements of safety, security and availability and
to ensure global connectivity and joint standards. Thus, SWIFT was adopted for
using services and message standards; within ReGIS, payments are processed by
means of the SWIFT FIN Y COPY service. This allows the implementation of STP
systems by participants and, implicitly, the increase in efficiency by diminishing
operational risks and settlement time.
In order to have real-time information and gain interactive control over their
settlement account, participants may use either the SWIFT network or the
privately-owned TRANSFONDNet network, both of them benefiting by cuttingedge Internet technology. This information may come in the form of systemgenerated reports, charts or notifications.
The available reports may be classified as follows:
–

standard reports, which contain the same data format for all participants (for
instance, the report on the status of transactions at the initial cut-off, or at the
final cut-off, the recapitulative report, the report summarising transactions at
the end of day);

–

reports available upon request, based on participants’ specific requirements.

Efficiency and availability of the system
While evaluating the efficiency of the system a few issues were taken into account,
such as the operational performance of the system. ReGIS can process and settle at
least 30,000 payment instructions per day, being able to ensure the uninterrupted
processing of payment instructions during the peak hours of an operating day,
namely at least 40 percent of the daily volume in one hour.
There are no technical restrictions on the number of participants in the system or
on the number of settlement accounts managed within ReGIS.
The facilities granted by ReGIS to the participants for an efficient management of
cash and financial risks, particularly those relating to intraday credit, queue
mechanism and real-time monitoring of their own liquidities during the operating
day, help determine system efficiency.
Another criterion in evaluating system efficiency is the fees policy, which was
established based on the cost recovery principle. The National Bank of Romania, in
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its capacity as system administrator, may apply discounts for each type of instruction,
based on the volume of instructions processed and/or settled by ReGIS. Furthermore,
fees may be charged in order to determine a more disciplined behaviour of
participants (for instance, sending of instructions during certain time intervals).
Thus, upon implementing the system, fees were decreased by 25 percent compared
to those applied previously in the paper-based large-value payment system. Four
months after the system was launched, the National Bank of Romania lowered
again the fees charged in ReGIS, after removing the fees charged to the beneficiary
credit institution, in compliance with the international practices in the field; the
new level of fees was 50 percent lower than that charged before the launching of
ReGIS.
The National Bank of Romania will make sustained attempts to reduce the level of
fees charged to participants for the services provided through ReGIS with a view
to enhancing payment system efficiency, adjusting fees to those levied by central
banks in EU Member States and reducing the costs related to financial
intermediation. Unlike other real-time gross settlement systems in the European
Union, in Romania, no fees are charged at present for the access to and
participation in the system.
High availability of the system during its operating hours lays the groundwork for
processing the volume of payments estimated under normal conditions,
particularly during peak hours and days, ruling out the possibility of a blockage.
Starting with the date ReGIS became operational and until the end of 2005, no
major problems were reported, as the availability of the system was normal. Thus,
after eight months in operation, the availability of ReGIS was of 99.84 percent
(this parameter was calculated by taking into account the length of interruptions
and the scheduled operating time).
Looking at the general features of an efficient payment system and at the manner
in which ReGIS was designed from the viewpoint of its operational and technical
features, as well as at the manner in which it operated throughout 2005, ReGIS
may be considered reliable, robust and easy to access, having a high degree of
security, operational performance and availability.

Activity monitoring
Monitoring of the settlement activity within ReGIS and of its performance as well
as of the participants’ behaviour ranked among the priorities of the central bank, in
order to identify potential risks and deficiencies in the functioning of the system,
and to take the adequate measures for removing or controlling them.
Monitoring of the settlement process of payment instructions and of the activity of
the participants in ReGIS revealed that participants initiated payments all through
the operating day, without a significant concentration in certain time intervals
(especially towards the end of day) and also without any gridlock situation
determined by the lack of funds in one or more participants’ settlement account/s.
National Bank of Romania
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Furthermore, during 2005, participants succeeded in adequately and efficiently
managing their liquidities, the number of payment instructions in the queue, as a
result of insufficient funds in the settlement accounts of the participants, being
relatively small and lasting for a short time only. There were not situations when
payments instructions were automatically cancelled from the queue by the system
at the final cut-off.
Monitoring of the behaviour of the participants in ReGIS illustrated that they
exhibited an adequate behaviour relative to both the compliance with the ReGIS
system rules and procedures and the participation in the system, as no
infringements or departures were recorded, which could have entailed disciplinary
measures or penalties imposed by the National Bank of Romania, in its capacity as
system administrator.

Advantages for customers
Following the implementation of ReGIS, the main advantages of credit institutions’
customers are: improved quality of payment services, namely the reduction of the
period between the moment the payment is ordered and the moment the payment
beneficiary receives the funds, faster transfers funds, higher efficiency and security
of funds transfers, as well as lower costs related to payment operations.

The statistical analysis of ReGIS activity
Following the reduction in settlement time and operating costs, the participants in
ReGIS and their customers found large-value and/or urgent payments more
attractive, which led to significant increases, in 2005, in both the volume and the
value of payment instructions settled through this system (by 40 percent and 209
percent respectively).
Table 1. Large-value and/or Urgent Payments Settled in 2005
Month
January
February
March
April
May
June
July
August
September
October
November
December
2005

Number of payments
total
60,096
56,715
64,351
75,551
83,347
93,630
93,061
105,689
106,975
108,822
118,604
133,827
1,100,668

daily average
2,862
2,836
2,798
3,598
3,969
4,459
4,653
4,595
4,863
5,182
5,391
6,691
4,325

Value of payments
(RON mill.)
total daily average
4,623
97,074.2
4,625
92,502.7
4,317
99,298.8
4,299
90,274.9
3,640
76,435.9
4,158
87,324.0
6,503
130,050.1
9,710
223,327.4
24,784
545,242.7
24,329
510,901.0
13,519
297,420.0
7,930
158,596.7
2,408,448.3
9,370

Average value
per transaction
(RON mill.)
1.62
1.63
1.54
1.19
0.92
0.93
1.40
2.11
5.10
4.69
2.51
1.19
2.19

Large-value and/or urgent payments settled during 2005 amounted to RON 2,408.4
billion, i.e. nearly 8 times the GDP figure for 2005, performance comparable to
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that of other payment systems in the European countries. On average, the daily
value of payments went up from RON 4.6 billion in January to RON 7.9 billion at
end-2005, peaking at RON 24.8 billion in September.
The surge in the value of payments starting with August 2005 was mainly caused
by the monetary policy and foreign exchange policy operations performed by the
National Bank of Romania with a view to meeting its primary objective.
The number of large-value or urgent payments settled during 2005 reached
1.1 million, on the rise from a daily average of 2,862 payments at the beginning of
the year to 6,691 payments in December.
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number of payments (right-side scale)

The volume of daily large-value and/or urgent payments settled by ReGIS peaked
at 9,064 payments in December 2005, as most interbank payments, particularly
those to the State Treasury, occur in December (the last month when liabilities
falling due may be paid to the government budget).
Developments in Large-Value and/or Urgent Payments
in 2005 versus 2004
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The analysis of payments by type of messages processed and settled in ReGIS in
2005 shows that payment messages such as credit transfer on behalf of the
customer account for 82.52 percent of a total of 960,465 payments, payment
messages such as credit transfer between financial institutions for 9.68 percent,
whereas payment instructions involving direct debiting or crediting of participants’
settlement accounts hold 7.80 percent thereof.
Concentration of the banking system remained comparable to that in the previous
year, with top five credit institutions holding almost 52 percent of the market in
terms of the volume of large-value and/or urgent payments and 37 percent in terms
of the value of payments.

1.2. ACH
The second component – the automated clearing house (ACH) – was launched on
13 May 2005.
TRANSFOND is the administrator and operator of the ACH, which ensures the
clearing of low-value payment instructions (such as credit transfer and direct debit
lower than RON 50,000) between credit institutions (except for e-money issuers)
and between these credit institutions and the State Treasury, and the calculation
and submission of multilateral net positions of the ACH participants for final
settlement in ReGIS.
Mention should be made that the importance of the ACH for the economy lies with
the fact that it is the only low-value payment system in Romania; the malfunctioning
of this system would cause all low-value payments to be processed through ReGIS
under conditions similar to those for urgent payments (involving high costs) and
with the risk of overloading ReGIS beyond its maximum processing capacity.
At present, three clearing sessions are held every day, the clearing of instructions
accepted by the system being ensured by collateral in the form of funds and/or
government securities set up in the ReGIS and SaFIR components with which the
ACH is interconnected by automated interfaces.
The ACH can process at least 250,000 payment instructions during one operating
day, being able to ensure, during peak hours, the normal processing of at least 40
percent of the daily volume of operations during one hour.
An additional module is envisaged to be implemented in the future with a view to
ensuring electronic processing of payments related to paper-based debit payment
instruments (cheques, bills of exchange, promissory notes).

1.3. SaFIR
General issues
Beside low- and large-value payment systems, depository and settlement systems
of financial instruments are major components of financial market infrastructure.
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The third component of the electronic payment system – the SaFIR system – was
launched on 3 October 2005, ensuring the depository and settlement of
government securities operations. From the viewpoint of the central bank, the
importance of this system resides in its interaction with the other payment systems,
as well as in the role the instruments issued by the Ministry of Public Finance play
in monetary policy operations.
Traditionally, among the prerogatives of the National Bank of Romania have been
the organisation and administration of the registry for government securities, as
well as of the settlement of transactions involving government securities.
In this context and ahead of Romania’s joining the European Union, it became
necessary to develop a depository and settlement system for government securities
able to comply with the standards established by the Committee of European
Securities Regulators (CESR) and to support market development and future crossborder links with other central securities depositories.
While developing the new depository and settlement system of government
securities, known as SaFIR, the National Bank of Romania aimed to: (i) reduce the
settlement cycle and ensure settlement finality; (ii) ensure the secure and smooth
functioning of the government securities market; (iii) meet the requirements of
security, efficiency and availability; (iv) ensure the framework for efficiently
implementing monetary policy, and last but not least (v) secure financial stability.
In view of the significance of the SaFIR system, the National Bank of Romania is
the administrator and operator of the system, in which capacity it manages and
monitors its functioning, authorises participation therein, administers the
government securities accounts of the participants, sets forth and amends the
system rules and the related documentation, sees to the observance of the system
rules by the participants and enforces penalties in case of infringement thereof.
Within SaFIR system infrastructure, TRANSFOND provides technical and
functional operation services on behalf of the National Bank of Romania.
Technical operation services include: SWIFT messaging services, under a
mandate, users group management, technical administration of the SaFIR system,
ensuring of a secondary access point to the SWIFT network, messaging and data
submission services in the TRANSFONDNet network, technical certification and
assistance, and monitoring of the system performance. Functional operation
services are classified into two categories: administrative services such as users’
management and assistance for matters concerning the management of users and
users’ profiles.
The SaFIR system provides the following main services:
–

it registers the total amount of each government securities issue in a special
issuer account;
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–

it manages the book entry system for government securities through house
accounts for holdings on participants’ behalf and through customers’ accounts
for the cumulative holdings of participants’ customers;

–

it settles the operations performed on the primary and the secondary market for
government securities (initial placements, sale-purchase, free-of-payment
transfers, collateral management, etc.);

–

it manages payments events for every issue (redemption at maturity,
interest/coupon payment, etc.);

–

it reconciles participants’ holdings with the holdings registered in the system.

Apart from these services, the SaFIR system also provides ancillary services: daily
evaluation of issues, queue management and the associated gridlock mechanism,
charging of fees, reporting, secured messaging, etc.
After three months in operation, the SaFIR system made progress, in terms of
quality, i.e. system innovation, rather than quantity.

A modern risk management system
The “delivery versus payment” (DvP) settlement principle is the most significant
mechanism of managing risks related to operations in financial instruments. At the
system’s level, its implementation materialises in the interdependence between the
transfer of funds and the transfer of financial instruments. Thus, the final transfer
of financial instruments takes place if and only if the final funds transfer takes
place.
Another means for reducing risks is the real-time settlement model itself, which
eliminates the additional processing time and therefore reduces the risk posed by
those events that might arise and hamper the smooth functioning of the settlement
procedure. Moreover, gross settlement diminishes markedly the uncertainties about
legal and operational matters, as well as the impact of a potential settlement failure
on other participants, inherent to a net settlement system.
Along with the aforementioned key mechanisms, the following deserve mention:
the settlement ceilings for the participants that do not have a settlement account in
ReGIS, the settlement instructions queue management and the gridlock procedure.

Facilities for cash management
The central bank provides intraday liquidity to the participants in the large-value
settlement system, in compliance with the requirements laid down in the European
Central Bank standards.
Credit institutions participating in the SaFIR system may obtain from the National
Bank of Romania the liquidity they need during the day, with a view to carrying on
settlements in this system through repo transactions in eligible assets.
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Intraday finality
Settlement finality defines the moment when the transfer of securities and that of
funds become irrevocable and unconditional. Intraday finality assumes that the
irrevocable and unconditional transfer of securities and funds may be
accomplished several times during the operating day.
The settlement of monetary policy operations, the intraday liquidity provision, the
real-time interaction with other payment systems, the settlement of cross-border
transactions, as well as the cross-border use of collateral for monetary policy
operations of the European System of Central Banks (ESCB) were among the
reasons for developing a legal, technical and operational infrastructure able to
ensure intraday finality.
As far as the SaFIR system is concerned, intraday finality is ensured from an
operational viewpoint by the real-time gross settlement system itself and from a
legal viewpoint by the provisions of Law No. 253/2004 on the settlement finality
in the payment systems and securities settlement systems, and by the system rules.

High level of automation and standardisation
In line with current market practices concerning the increase standardisation of the
settlement instruction, as well as the international developments in the securities
settlement systems, the new system allows straight through processing (STP) and,
implicitly, a higher settlement efficiency by reducing operational risks and the
settlement processing time.
Moreover, there is a global tendency to replace all the paper-based documents with
electronic documents, with a view to ensuring the conditions for increasing the
speed of documents’ processing and the efficiency of processing systems.
As for SaFIR system, paper-based documents related to daily operations with
credit institutions, the Ministry of Public Finance and other departments within the
National Bank of Romania were replaced by electronic files.

Wide range of operations
In developing the new system, both the current activity on the secondary market
and the international trends were taken into account. Therefore, the range of
operations that can be performed by the participants diversified, whereas their
processing became highly automated. The system processes operations between
participants and the issuer (settlement of primary market results, interest and/or
coupon payments, partial/optional/total redemption) and operations performed by
participants on the secondary market (sale/purchase transactions, pledge
management operations, repo transactions, portfolio transfers). All the above
operations feature a high degree of innovation for the local market.
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Real-time interaction with low- and large-value payment systems
The importance of the SaFIR system consists also in the role it plays within the
electronic payment system through support extended to the other two components
thereof. This support allows participants to set up collateral in real time for
securing the settlement of net positions related to the participation in the deferred
net settlement systems; these funds settlements are accomplished in ReGIS.
The interfaces among the three systems allow real-time communication flows
including the sending of data related to the collateral set up by participants.

Efficiency and availability of the system
One of the issues considered while evaluating the efficiency of the system is its
technical performance. In this respect, mention should be made that the SaFIR
system has enough resources to settle 1,500 transactions per day, with a possibility
to increase its processing capacity by another 50 percent.
During the peak hours of an operating day, the system can process 40 percent of
the maximum volume allowed. There are no technical restrictions on the number
of participants in the system or on the number of issues managed.
During the system performance, participants have real-time access to all the
information on issues and transactions. Participants’ queries/instructions are
projected to receive a reply in two seconds, on average, but no later than ten seconds.
The principles underlying the fees policy are aimed at recovering the costs related
to the launching of the system. The National Bank of Romania, in its capacity as
administrator of the system, may apply discounts on a case-by-case basis,
depending on the volume of instructions processed and/or settled in the GSRS
system. Likewise, fees may be charged in order to determine a more disciplined
behaviour of participants (for instance, sending instructions during certain time
intervals).
In the period ahead, the general level of fees may be diminished based on the results
of regular evaluations and the level of development of the secondary market.
Ensuring high availability of the system during its operating hours lays the
groundwork for normal processing, ruling out the possibility of a blockage. Thus,
after three months in operation, SaFIR availability was 100 percent (this parameter
was calculated by taking into account the length of interruptions and the scheduled
operating time).
Looking at the manner in which the SaFIR system was projected from the
viewpoint of its functional and technical features, as well as at the manner in
which it operated throughout 2005, the SaFIR system may be considered reliable,
robust and easy to access, having a high degree of security, operational
performance and availability.
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2. The payment system for paper-based funds clearing
The last operating component of the former payment system is the payment system
for paper-based funds clearing which is managed by the National Bank of Romania
and operated by TRANSFOND, in its capacity as agent of the central bank. In
2005, it underwent significant changes, as the processing and clearing of paperbased credit payment instruments (payment orders) were no longer performed due
to their being transferred to the ACH system for electronic processing. Starting
with 13 May 2005, the clearing system managed by the National Bank of Romania
has ensured solely the processing and clearing of paper-based debit payment
instruments, i.e. cheques, bills of exchange and promissory notes.
Receiving and making payments by using debit instruments unfolded at a slower
pace in 2005 than in the previous year, with debit instruments subject to clearing
increasing by 4.14 percent in number and by 18 percent in value.
In 2005, the payment system for paper-based funds clearing ensured the clearing of
7.7 million debit payment instruments amounting to RON 41,249 million, with a
daily average of RON 161.76 million.
In pursuit of further developing the electronic payment system so as to ensure the
automated rapid processing of debit payment instructions, the National Bank of
Romania, in its capacity as authority for regulation and authorisation in the field of
payment systems and as administrator of the payment system for paper-based
funds clearing, decided to initiate a project aimed at processing debit payment
instruments electronically and at adjusting the legal framework in order to allow
the implementation of this solution.
Table 3. Number and Value of Debit Payment Instruments
Month
January
February
March
April
May
June
July
August
September
October
November
December
Total

National Bank of Romania

2004
Number
Value
of instruments
(RON mill.)
418,703
1,912.87
438,815
1,832.96
589,942
2,455.16
588,187
2,568.61
609,058
2,748.83
661,986
3,049.22
672,387
3,166.28
659,605
3,204.44
680,603
3,384.32
671,872
3,344.52
696,578
3,552.17
728,384
3,747.94
7,416,120
34,967.31

2005
Number
Value
of instruments
(RON mill.)
480,728
2,523.11
485,477
2,387.93
625,529
3,042.02
609,959
3,049.56
665,877
3,468.93
662,680
3,483.40
646,456
3,499.81
699,916
3,966.95
686,024
3,827.86
691,341
3,910.50
736,152
4,049.77
732,669
4,039.61
7,722,808
41,249.44
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Developments in Debit Payment Instruments
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3. Government securities market
Taking into account the importance of the instruments issued by the Ministry of
Public Finance to monetary policy implementation and the implementation of
SaFIR, the National Bank of Romania initiated a range of actions concerning
government securities market.
The central bank focused on developing a framework in line with international
market practices for government securities trading, as well as on enhancing market
liquidity and efficiency, improving transparency and increasing standardisation of
market operations and practices.
The first steps were aimed at consolidating and supplementing the current
regulatory framework. Thus, having regard to the Ministry of Public Finance’s
Regulation No. 22/2005 establishing the general principles of dealing in paperless
government securities, the National Bank of Romania issued Regulation No.
11/2005 concerning the primary market for government securities and Regulation
No. 12/2005 regarding the secondary market for government securities.
The provisions of those Regulations specify that the National Bank of Romania, in
its capacity as market administrator, deals with the organisation and regulation of
the transactions conducted on both primary and secondary markets for government
securities.
Furthermore, the norms for the enforcement of the above-mentioned Regulations
were issued, by taking account of the provisions of Directive 2004/39/EC on
markets in financial instruments, the recommendations and standards of conduct
applied on the international markets (ACI – The Financial Markets Association),
as well as of the calculation standards set by ISMA (International Securities
Market Association representing banks and investment undertakings established in
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order to foster an efficient financial market, which issues rules and standards
concerning the primary market, the secondary market and the settlement of
transactions in fixed-income instruments).
Alongside the consolidation of the regulatory framework, a project was initiated
for the purpose of optimising the current trading infrastructure, which focuses on
enhancing pre- and post-trading transparency.
Such activities involve the standardisation of quotation practices and pricing
mechanisms, the obligation to publish and disseminate the quotations to all the
participants, price discovery, the daily monitoring of the participants’ transactions
in the secondary market, the carrying out of some post-trading activities such as
the collection and processing of secondary market transactions, the drawing up of
synthetic and analytical reports on the market price, the transactions conducted and
their dissemination to the participants.
All those steps were taken in addition to the Ministry of Public Finance’s measures
for the improvement of the State Treasury’s management system aimed to issue
benchmark government securities. This initiative will contribute to a large extent
to the fostering of transactions on the government securities market as well.

4. The legal framework governing the securities settlement systems
In order to put the electronic payment system into operation, the adjustment of the
regulatory and contractual frameworks was required for ensuring smooth
functioning of the new payment system.
With a view to securing proper conditions for the automated rapid processing of
payment instructions, the Real Time Gross Settlement system and the Automated
Clearing House were designed to send payment instructions in the form of
standardised electronic payment messages, i.e. SWIFT and XML messages, which
include a relatively large number of standardised fields in terms of information type.
In these conditions, the National Bank of Romania issued Norms No. 1/2005 on
the unitary manner for filling in the electronic messages used in the ReGIS and the
ACH, as well as the obligation of the signing parties to comply with the unitary
manner of using the electronic payment messages within the two systems. The
Norms also set forth that, when receiving an electronic message in breach of the
provisions of the said Norms, a participant may charge a fee to cover the expenses
associated with the manual processing of the message in order to carry out the
payment instruction for the received electronic message.
For the regulatory framework to be tailored to the launching of the electronic
payment system, new regulations were issued concerning the payment instruments
used in the electronic payment system, namely the payment order and the direct
debit instruction (see the Box).

National Bank of Romania

79

Annual
Report
2005
Chapter 4. The payment system

5. Objectives in the field of payment and settlement systems
In the period ahead, the National Bank of Romania focuses, considering its tasks in
respect of the payment activity, on the following objectives:
–

to draft a regulation concerning payment systems oversight;

–

to repeal the NBR regulations which are no longer applicable to the electronic
payment system;

–

to review the central bank’s regulations on the licensing procedures to issue
payment instruments;

–

to ensure the electronic processing of debit payment instruments, i.e. cheques,
bills of exchange and promissory notes;

–

to assess the three components of the electronic payment system in terms of
compliance with the standards established by the European System of Central
Banks and the European Central Bank, the Committee on Payment and
Settlement Systems attached to the Bank for International Settlements, the
International Organization of Securities Commission (IOSCO) and the
Committee of European Securities Regulators (CESR).

The National Bank of Romania’s projects, which are already in progress,
concerning the payment and settlement activity of transactions in financial
instruments refer to the SaFIR development via the implementation of new
functions in order to allow: (i) registration and settlement of benchmark securities;
(ii) registration and settlement of certificates of deposit.

Registration and settlement of benchmark securities
Given the strategic measures to streamline the State Treasury’s system and
improve public debt management, the Ministry of Public Finance considers steps
to develop an efficient and liquid market for government securities as part of the
PHARE project for “Improvement of the State Treasury’s management system”.
This project envisages for the first part of 2006 the issue of benchmark
government securities featuring high standardisation in terms of maturity and
payment events calendar, issue procedures and calculation conventions.
To this end, the development of new functions of the SaFIR system and the
adequate adjustment of the system rules for the management of new types of issues
are deemed necessary.
These types of issues and operations pave the way for the increase in liquidity on
the secondary market for government securities and the harmonisation with
practices and standards applicable in the EU.

Registration and settlement of certificates of deposit
In compliance with the provisions of Regulation No. 10/2005 on the facilities
provided by the National Bank of Romania for smooth settlement in ReGIS, along
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with the launching of the SaFIR system, the use of certificates of deposit for
collateralising settlement or for providing intraday credit was discontinued
temporarily, the only eligible assets being the government securities issued by the
Ministry of Public Finance.
In light of the above and based on the request of the Romanian Banking
Association to accept certificates of deposit as assets eligible for being lodged as
collateral in the payment systems, measures were taken to adjust the SaFIR system
so as to ensure the management of certificates of deposits and government
securities.
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Box
Regulations issued by the NBR in the field of payment systems in 2005
19/01/2005

Norms No. 1 on the unitary manner of filling in the specifications in the payment orders in the
electronic messages used in ReGIS and in the Automated Clearing House (Monitorul Oficial al
României No. 75/21 January 2005).

23/02/2005

Regulation No. 1 on the payment systems ensuring funds clearing governing the licensing by the
National Bank of Romania of the payment systems ensuring funds clearing and the procedure of
settlement risk management imposed by the National Bank of Romania for the payment systems
ensuring funds clearing unless there are in place own procedures of settlement risk management
imposed by the system administrator and approved by the National Bank of Romania (Monitorul
Oficial al României No. 265/31 March 2005).

23/02/2005

Regulation No. 2 on the payment order used in credit-transfer operations sets forth the
mandatory specifications to be laid down in a payment order, the possibility of resorting to
security procedures in view of determining the source of a sent/received payment order, the
possibility of truncation of certain information in case of payment orders assimilated to
electronic payment messages, the obligations of payers, of initiating, intermediary and
beneficiary credit institutions in accepting, refusing or executing a payment order, including the
completion of a credit transfer (Monitorul Oficial al României No. 265/31 March 2005).

23/02/2005

Regulation No. 3 on direct debits via the Automated Clearing House sets forth the manner of
executing a direct debit instruction issued by a beneficiary through the payee's bank and drawn
on the payer's account opened with the payer's bank, provided that the two credit institutions are
distinct participants within the Automated Clearing House (Monitorul Oficial al României
No. 267/31 March 2005).

01/04/2005

Norms No. 9 on the special settlement regime provide for the possibility of enforcing the special
settlement regime by the National Bank of Romania on a credit institution participating in the
clearing system of payments made through paper-based payment instruments, as well as for the
manner of imposing and lifting the special settlement regime (Monitorul Oficial al României
No. 288/6 April 2005).

08/06/2005

Circular No. 19 on the settlement of funds transfers of credit institutions, National Bank of
Romania and State Treasury during the period of domestic currency redenomination regulates
the settlements of funds transfers among credit institutions, as well as between credit institutions
and National Bank of Romania, and between credit institutions and the State Treasury during the
period of domestic currency redenomination, namely end-June through beginning of July 2005
(Monitorul Oficial al României No. 509/15 June 2005).

23/09/2005

Regulation No. 9 amending and supplementing NBR Regulation No. 1/2005 on payment
systems ensuring funds clearing eliminates the multilateral guarantee procedure and structures
the procedure of settlement risk management imposed by the central bank on three tiers
(Monitorul Oficial al României No. 881/30 September 2005).

23/09/2005

Regulation No. 10 on the facilities granted by the NBR for smooth settlement in ReGIS
(Monitorul Oficial al României No. 882/30 September 2005).

29/09/2005

Regulation No. 11 on the primary market for government securities administered by the NBR
regulates the placement on the domestic market of government securities issued by the Ministry
of Public Finance in a dematerialised form, in local or foreign currency, through the National
Bank of Romania (Monitorul Oficial al României No. 882/30 September 2005).

29/09/2005

Regulation No. 12 on the secondary market for government securities administered by the NBR
(Monitorul Oficial al României No. 882/30 September 2005).
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1. International reserves in 2005
World economy grew by 3.9 percent, below the anticipated level of 4.3 percent,
due to the increase in oil price, the natural disasters that hit the USA and to the fact
that financial and monetary incentives were no longer resorted to as in the previous
years. Moreover, inflationary pressures gathered momentum, leading some central
banks to tighten monetary policy. Thus, the Fed raised the federal funds rate to
4.25 percent from 2.25 percent and the ECB raised its key interest rate to 2.25
percent from 2 percent.
Nevertheless, the Bank of England decided to cut interest rate to 4.5 percent from
4.75 percent, against the background of lower-than-expected growth and the
attainment of the 2 percent inflation target.
On the foreign exchange market, the US dollar appreciated about 9 percent against
a basket of currencies including the euro, the Japanese yen, the British pound, the
Canadian dollar, the Swedish crown and the Swiss franc, as a result of a
favourable interest rate differential.
Developments in the gold price in 2005 proved to be particularly dynamic.
Stronger demand for physical gold and investors’ appetite for diversifying their
portfolios led to a more than 18 percent rise in the price of gold.
In this context, in 2005, Romania’s international reserves advanced by EUR 6.4
billion to EUR 18.3 billion, the fastest growth rate in 8 years, the absolute level
representing a new record high. At end-December 2005, international reserves
consisted of EUR 16.8 billion in foreign currencies (92 percent) and EUR 1.5
billion (8 percent), the equivalent of 104.84 tonnes of gold.
The level of foreign exchange reserves was affected by the monetary policy
operations of the NBR, payments and receipts resulting from privatisation,
principal repayments and interest payments on public and publicly guaranteed
debt, as well as commercial banks’ foreign-exchange deposits representing reserve
requirements.
The gold reserve shrank from 105.04 tonnes to 104.84 tonnes, as a result of further
retrocession of gold to its rightful owners in accordance with the legal provisions.
At end-December 2005, some 43.59 tonnes of gold were deposited domestically
and 61.25 tonnes abroad, with the Bank of England, one of the safest financial
institutions in the world. Roughly 10.09 tonnes were placed as time deposits with
lowest-risk financial institutions, according to the NBR’s regulations. In keeping
with international standards, gold ingots remain in custody of Bank of England,
even though they are deposited with other institutions. The gold stock value picked
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up by a stunning EUR 360 million, due to the spike-up in gold price to EUR 433.3
per ounce, from EUR 321.1 per ounce.
Table 1. Foreign Exchange Reserves
EUR mill.
2005
Total increase, of which:

6,336.31

Inflows
1. Purchases of foreign exchange on the domestic market
2. Inflows of foreign exchange to the Ministry of Public Finance accounts
3. Inflows to foreign exchange required reserves of credit institutions
4. Incomes from management of international reserves
5. Other

3,807.49
663.38
7,661.37
312.01
10.80

Outflows
1. Repayment of public debt
2. Repayment of publicly guaranteed debt
3. Outflows from foreign exchange required reserves of credit institutions
4. Other

1,175.21
107.32
5,741.86
27.87

2. Strategic goals and the manner to achieve them
The institutional framework governing the management of international reserves
has been improved by the changes in the Regulation on international reserves
management, in line with the recommendations of international financial
institutions and central bank practices in Central European countries. The main
changes consisted in: (i) reduction in the decision-making powers of the Foreign
Reserve Management Committee following the changes in its composition and
enhanced technicality, along with the rise in the number of meetings to at least two
a month; (ii) increase in the frequency of notifications to the NBR Board from a
quarterly to a monthly basis.
The principles complied with in the management of international reserves were
security, liquidity and return on investment, provided the first two principles are
observed.
Since 2002, Romania’s management of international reserves has been carried out
based on an annual strategy (a 12-month cycle known in the international practice
as investment horizon, which does not necessarily coincide with the calendar
year).
The strategy approved by the NBR Board for 2005 envisaged the following
objectives:
(i)
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to maintain an average duration of portfolios to allow a total return of
2 percent over a 12-month horizon, with an 80 percent realisation
probability;
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(ii)

to have a currency composition in which the euro accounts for at most
75 percent of total foreign exchange reserves, the USD for at least 20
percent of total foreign exchange reserves, and other currencies for at
most 5 percent of total foreign exchange reserves:

(iii)

to have the following categories of issuers: the governments of EU
Member States, government agencies or agencies sponsored by the
governments of EU Member States, the US government, government
agencies or agencies sponsored by the US government, and
supranational institutions;

(iv)

to limit exposure to private entities to 15 percent of total reserves;

(v)

to diversify international reserves management operations insofar as
the necessary contracts are completed;

(vi)

to allot additional resources for management, according to the increase
in international reserves and in the complexity of the operations.

The first of the six approved goals led to a significant change in the conduct of
reserve management, from a static approach of maintaining a fixed average
duration of bond portfolios to a flexible approach with the option of changing the
duration, with a view to achieving the planned return. The adoption of this strategy
was possible as a result of better staff training, which allowed setting rational
goals, observing the risk limits on a daily basis, and permanently assessing future
returns in the context of ever-changing international financial markets. A key
factor for the successful outcome was the co-operation with the World Bank,
which provided technical assistance within the Reserve Advisory Management
Program – RAMP, in which the NBR took part from the very beginning, in 2002.
Specifically, the World Bank manages a portfolio worth USD 250 million and has
the same objectives and limits as the NBR. Apart from the technical assistance,
this mechanism allows significant know-how transfer, as well as the establishment
of a benchmark to compare the results.
In the first half of 2005, the assessment of total bond portfolio return was based on
an own model for the calculation of developments in rate of return according to the
expected trends in certain fixed-term interest rates on international markets. In the
second half of 2005, the Nelson-Siegel model for the analysis and assessment of
yield curves was introduced. This model generates scenarios for future
developments in these curves, based on which the future potential returns on bond
portfolios are estimated.
The Foreign Reserve Management Committee examined these scenarios on a regular
basis, in view of the developments in international financial markets and the
expected currency flows, and decided on measures concerning portfolio structure.
The Foreign Reserve Management Committee decided to reduce portfolio duration
in order to ensure achievement of the planned return, considering the high interest
rate risk generated by the rise in market rates and the decrease in prices of fixedincome instruments, which could have had a negative impact on total yield.
National Bank of Romania
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By reducing the average duration, important funds in euros and dollars were made
available, and were placed in short-term deposits, given that in periods of rising
market rates, yields on deposits are higher than those on bonds. The share of
deposits in total reserves posted a significant year-on-year expansion, from 10
percent to 35 percent.
As a result of all the above-mentioned decisions, the annual return on international
reserves averaged at 2.33 percent, exceeding the targeted level. Net income rose to
EUR 312 million from EUR 198 million in the previous year.
Composition of Forex Reserves by Assets
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The EUR 114 million increase in net income during 2005 was driven by the
following factors:
–

higher returns on international reserves management, from 1.53 percent to 2.33
percent, which led to an additional income of EUR 55 million, of which EUR
16.5 million deriving directly from the reduction of portfolio duration, as
returns on longer-term bonds were lower following the decrease in prices;

–

larger invested reserves, which resulted in an additional income of EUR 59
million.

In comparison, in 2005, total return on government bonds with maturities of
between 1 to 3 years included in the Merrill Lynch index came in at 1.67 percent
for US dollars and at 2.07 percent for euros.
As for international reserves composition by currency, the reported year was
marked by the appreciation of the US dollar, amid a wider differential in interest
rates between the greenback and other currencies. In July, the NBR Board
analysed these developments and decided to limit the share of the euro in total
international reserves to 67-68 percent. The amounts above this limit were to be
converted into US dollars, in order to yield additional incomes from the favourable
interest rate differential.
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The decision was implemented July through December 2005. Due to the interest
rate differential between the USD and the EUR, additional incomes amounted to
roughly EUR 14 million by year-end.
Nevertheless, at end-2005, the share of the euro in total international reserves
widened from 59.5 percent to 66.6 percent over a year earlier, that of the US dollar
narrowed from 35.5 percent to 28.5 percent, and the share of other currencies
(mainly that of the British pound) remained unchanged at about 5 percent.
Composition of Government Securities Portfolio by Issuer
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Other counterparts were agreed by the NBR in 2005. Following the significant
growth in international reserves and the fall in the number of accepted counterparts
due to lower ratings assigned to partner financial institutions by international
agencies, the Foreign Reserve Management Committee decided to consider four
new counterparts, all of them international financial institutions which met the
NBR’s criteria on rating, quality and promptness of services. The number of
financial institutions with which the NBR trades on the international markets
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increased to 34. The exposure to these institutions was maintained below
15 percent of total international reserves.
In early 2006, the NBR Board approved the Foreign Reserve Management
Committee’s proposal to introduce callable medium term instruments and covered
bonds as eligible investment assets with a view to diversifying the array of
financial tools used in international reserves management and to increasing
incomes. The accepted categories of issuers remained unchanged, given their high
degree of reliability. In order to contain operational risks resulting from
international reserves management, the NBR will implement a Straight Through
Processing System in 2006.
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1. European integration
In 2005, the preparations to bring the banking system in line with EU requirements
remained a priority for the National Bank of Romania, which pursued four major
objectives:
– further monitoring the fulfilment of NBR’s commitments assumed during the
negotiations on the chapters relevant to the Romanian banking system and
ensuring consistency with the other programming documents and pieces of
legislation drafted after the completion of negotiations in December 2004;
– preparing the participation of the central bank, which has the active observer
status, in all structures and substructures of European institutions starting May
2005;
– initiating preparations for NBR becoming a member in its own right of the
European System of Central Banks (ESCB); in the years ahead, the
implementation of NBR’s objectives will be strongly influenced by the
European integration process;
– managing PHARE assistance granted to the NBR for maximising and
streamlining the institutional capacity of absorbing EU funds, on the one hand,
and for a consistent and uniform matching of demand for investment and
technical assistance from the specialised NBR departments, on the other hand.
Constant monitoring of the fulfilment of commitments assumed by the Romanian
authorities, the NBR included, ahead of Romania’s joining the EU is a prerequisite
for bringing the objectives in line with the short- and medium-term priorities, so as
to adjust all other macroeconomic policies to the general context. Given the tasks
assigned to the banking system, the NBR took the following steps:
–

it continued to participate twice a month in monitoring the fulfilment of
commitments assumed under the “Priority Action Plan for EU Accession
(November 2005 – December 2006)”, a comprehensive document compiled by
the Ministry of European Integration and submitted to the Government for
regular review. The said document monitors the accomplishment of
commitments assumed by the Romanian authorities and implicitly by the
central bank under: (i) negotiation documents; (ii) programming documents
related to the preparations for EU accession, and (iii) periodic assessments of
the European Commission. The NBR is also required to participate in other
occasional monitoring sessions organised by the European Commission (such
as those conducted by the Enlargement General Directorate) on the
transposition and implementation of the acquis communautaire into the
national legislation. Furthermore, by using the Progress Editor database
managed by TAIEX, the NBR must update every two months the stage of
legislative harmonisation for the banking system;
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–

it contributed further to drafting the strategic programming documents of the
Romanian authorities for pre-accession to the EU:
- Pre-accession Economic Programme (PEP), the forerunner of
the convergence and stability programmes drafted by EU Member
States, represents the consistent and credible short- and mediumterm macroeconomic framework, certifying that the proposed
economic reforms have led to the economic sustainability and
stability necessary for joining the European Union.
- National Development Plan 2007-2013 (NDP), the starting point
in drafting the National Strategic Reference Framework
2007-2013, is one of the post-accession instruments belonging to
the economic and social cohesion policy; its general objective is to
guide and foster Romania’s economic and social development by
formulating and implementing a set of economic policies including
viable and sustainable measures and programmes, in line with the
economic forecast provided for in Romania’s Medium Term
Economic Strategy.
- Report on the Progress in Preparing EU Accession and the
Addendum, both covering 2005 and 2006, set out the progress in
meeting the accession criteria; their importance stemmed from the
fact that Romania wanted to reassert its functioning market
economy status and its capacity to withstand competitive pressure
and market forces within the Union and from the desire to confirm
the EU accession date.
- The supporting documents presented by Romania at the meetings
of EU-Romania Association Committee (15 July 2005), EU-Romania
Association Sub-committee No. 2 “Internal market” (16-17 June
2005) and Romania-EU Association Sub-committee No. 4 “Economic
and Monetary Issues, Capital Movement and Statistics” (27 May
2005 and 7 March 2006) were required by the European Commission
experts in order to assess periodically the progress in fulfilling the
commitments assumed by Romania during the negotiations.

–
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it initiated the pre-notification procedure to the European Commission of all
national pieces of legislation transposing the community directives in force, as
part of the obligation assumed by Romania pursuant to Art. 53.1 of the
Accession Treaty. Specifically, in between the signing date of the Treaty and
the accession date, acceding countries are bound to pre-notify the European
Commission of the actions taken to transpose the directives by formally
submitting to the Commission both the relevant national legislation and the
accompanying tables of concordance. In its turn, the European Commission, in
its capacity as “guardian of the treaties”, must ensure that all Member States
have implemented EU Directives in due course. From a technical perspective,
the official notification instrument to the European Commission General
Secretariat is the joint interface of the Electronic Notification System (ENS).
The system became effective on 3 May 2004 and is currently employed by
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21 of the 25 Member States (the exceptions are Ireland, the Netherlands,
Sweden and France, where preparations are underway). The National Bank of
Romania takes part in the pre-notification process along with the other
institutions in Romania (with the role of passive user of the Electronic
Notification System) by submitting to the Ministry of European Integration
(which is the active user) the national measures for transposing the directives
pertaining to its scope of activity.
As far as European integration is concerned, the key event in 2005 was the
signing of the Accession Treaty on 26 April, marking the consolidation of
accession preparations. The granting of the active observer status, allowing
participation in the structures and substructures of European institutions, triggered
a nationwide institutional preparation process; the central bank adhered to this allencompassing process as early as May 2005, both through multi-institutional
participations – in case of meetings held by the European Commission and
focusing on financial policies and services – and through participations in all
structures and substructures of the European System of Central Banks (ESCB).
For the National Bank of Romania, the commencement of this process implies
several stages, such as: (i) closer co-operation with the ECB; (ii) gradual and
permanent familiarisation with the institutional mechanisms of both the European
Commission and the ECB; (iii) adopting and observing all ECB working
procedures; (iv) assuming further responsibilities deriving from the active observer
status and, all the more so, from full membership; (v) preparing the participation in
all ESCB structures and substructures, first as active observer until the accession
date and as member in its own right thereafter; (vi) implementing and transposing
these working procedures in NBR’s own regulations. To this end, the central bank
issued two regulations, namely Regulation No. 5 of 13 October 2005 on the security
of documents and confidentiality of information received from and intended for
partner foreign institutions and Regulation No. 2 of 26 January 2006 on coordinating the participation of NBR representatives in ESCB structures.
The central bank’s participation in ESCB structures currently covers the following
areas:
–

From an institutional perspective, the European Integration and International
Relations Department is the sole unit in charge of co-ordinating participation
in the meetings of the General Council and of the ESCB structures and
substructures. From this point of view, the Department is responsible for:
(i) preparing the participation of the NBR Governor to the General
Council, with an observer status;
(ii) managing all documents related to the General Council;
(iii) preparing the briefing and debriefing activities, namely ensuring the
seamless flow of information both horizontally and vertically among
all NBR representatives during the meetings of the ESCB structures,
depending on the specific agenda of each General Council;
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(iv) preparing the periodic co-ordination meetings of all 12 representatives
to ESCB committees, as each representative to the substructures will
then co-ordinate internally the activity pertaining to all related
substructures.
–

As far as responsibilities are concerned, the NBR is ready to assume further
commitments and tasks with a view to ensuring fruitful participation of its
representatives in the ESCB structures and substructures.

–

From an organisational point of view, at the topmost level, the NBR Governor
participates on a quarterly basis – as active observer until the accession date –
in the working sessions of the ESCB General Council, along with the other
25 governors of central banks in the Member States plus Bulgaria, whose
governor also has an active observer status. NBR representatives have received
successive invitations to participate in the 12 ESCB committees, which are
mandatory structures, clearly defined for the most important fields of activity.
Thus, the NBR regularly participates: (i) through 12 representatives, including
the first deputy governor, one deputy governor and 10 directors, in all
12 ESCB committees and, (ii) depending upon the individual nominations for
each committee, through 29 experts in the meetings of the working groups and
of the task forces.

–

As for information services, the NBR is still making strenuous efforts to
streamline and ensure the most productive management of ECB documents, by
maintaining confidentiality according to its regulations and to ECB
regulations.

After joining the European Union, Romania will gain full membership. Thus, the
Romanian economy, the financial sector included, will operate in a new framework
and in other conditions than before following Romania’s accession to the Single
Market, which implies the free movement of citizens, goods, services and capitals.
Therefore, both the European Commission and the ECB will remain key partners
for dialogue and co-operation at all levels even after the accession date. Pursuant to
Art. 122(2) of the EC Treaty, at least once every two years or at the request of a
Member State with a derogation, the European Commission and the ECB must
report on “the progress made in the fulfilment by the Member States (with a
derogation) of their obligations regarding the achievement of economic and
monetary union”; hence the need for the new Member States with a derogation
from adopting the single currency to approximate the national legislation with a
view to introducing the European single currency. To this end, several states that
became EU Members in May 2004 are currently amending the laws on the statutes
of their central banks. The Romanian central bank has already initiated the process
of amending Law No. 312/2004 on the NBR Statute from the perspective of legal
convergence assessment, which is one of the stages provided for in the ECB’s
Convergence Report for 2006. Thus, legal convergence assessments focus on:
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–

compatibility with the provisions on central bank independence and on
confidentiality in the EC Treaty and the ESCB/ECB Statute;

–

compatibility with the prohibitions on monetary financing of public institutions
by the central bank and their privileged access to resources of financial
institutions;

–

compatibility with the ESCB’s statutory objectives on supporting the
Community’s general economic policies;

–

compatibility with the ESCB’s tasks on: formulating and co-ordinating
monetary policy and monetary policy instruments, note issuance, international
reserve management, exchange rate policy, financial programming, international
co-operation.

As far as PHARE non-redeemable assistance granted to the NBR is concerned,
the central bank is currently the beneficiary – under PHARE programme 2003 –
of a credit line worth EUR 2.516 million, to carry out the following subprojects:
(i) strengthening banking supervision; (ii) implementing European standards in
financial accounts statistics; (iii) enhancing the expertise of NBR staff in the legal
field; (iv) further harmonisation of banking regulation; (v) bringing internal audit
in line with the practices of central banks in the EU Member States with a view to
ensuring integration of the NBR in the European System of Central Banks;
(vi) completing the subproject “Computerisation of NBR’s accounting activity” –
continuing the subprojects financed through PHARE 1998 and PHARE 2001 to put
in place an integrated accounting system consistent with the national accounting
system and the European Accounting Standards; (vii) automated processing of
market operations (computerisation of front office, middle office and back office
operations to revamp data processing and risk monitoring). These subprojects are
carried out through twinning procedures, technical assistance and/or procurement
of specific IT equipment and applications.
Special mention deserves twinning project RO 03/IB/FI/01, “Legislative
harmonisation and enhancement of NBR’s administrative capacity”, launched on
24 March 2005, between the NBR and a consortium of central banks led by
Banque de France and including Banca d’Italia and De Nederlandsche Bank as
well. The beneficiaries of the project are the Supervision Department, the Statistics
Department, the Legal Department, the Regulation and Licensing Department, the
Financial Stability Department, and the Internal Audit Department. The objectives
of the twinning project are: (i) to strengthen banking supervision based on risk
analysis; (ii) to provide incentives for the improvement of credit institutions’
competitiveness and soundness; (iii) to implement the European standards in
financial accounts statistics; (iv) to enhance the NBR expertise in the legal field;
(v) to continue legislative harmonisation of banking regulation; (vi) to ensure
harmonisation of internal audit with the practices of national central banks in EU
Member States.
The twinning activities are currently in progress, as the project spans a 19-month
period, until September 2006.
National Bank of Romania
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2. Relations with international financial institutions
International Monetary Fund (IMF)
Romania has been a member of the International Monetary Fund (IMF) since 1972.
At present, Romania’s subscription quota (subscribed and paid-up capital) in the
IMF share capital is SDR 1,030.2 million, of which SDR 243.825 million in gold
and foreign currencies and SDR 786.375 million in lei, in an IMF account open
with the National Bank of Romania.
During 25 January-8 February, 14-23 June and 18 October-1 November 2005, IMF
missions visited Bucharest to discuss with the Romanian authorities the second and
third reviews of the programme included in the Memorandum of Economic and
Financial Policies for 2004-2006 underlying the approval of the precautionary
stand-by arrangement on 7 July 2004.
In order to assess the efficiency of the Financial Sector Assessment Program
(FSAP) carried out by the World Bank and the International Monetary Fund,
representatives of the IMF’s Independent Evaluation Office and of the World
Bank’s Operations Evaluation Department visited Bucharest during 7-9 April 2005
to hold talks with representatives of the institutions that participated in the 2003
FSAP assessment.
Touring the member countries, the Executive Directors of the International
Monetary Fund representing Germany, France, the UK, the Constituency of Italy,
the Constituency of Korea, together with the Executive Director of the
Constituency1 comprising Romania, Mr. Jeroen Kremers, visited Romania during
21-23 April 2005. They held talks with the President of Romania, the PrimeMinister, the Minister of Public Finance, the NBR Governor, the Vice-President of
the Senate, the President of the Chamber of Deputies, trade union representatives,
representatives of non-governmental organisations (CEROPE and SOREC) and of
academics (in Bucharest), as well as with representatives of the local authorities (in
Braşov).
In 2005, principal repayments amounted to SDR 102.798 million and interest
payments equalled SDR 10.680 million, of which SDR 1.839 million in net interest
on SDR allocations-holdings.

World Bank Group
A. International Bank for Reconstruction and Development (IBRD)
At end-2005, IBRD’s portfolio for Romania included 88 projects (in progress and
completed, signed starting with 1974) in amount of USD 7,190 million. The
following projects were in progress:
1

Armenia, Bosnia-Herzegovina, Bulgaria, Croatia, Cyprus, Georgia, Israel, FYR of Macedonia,
Moldova, the Netherlands and Ukraine.
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–

21 loan agreements, accounting for a commitment of USD 1,651.6 million;

–

5 Global Environment Facilities (GEFs) totalling USD 31.32 million.

Three new agreements were signed in 2005:
–

Energy Community of South-East Europe worth USD 84.3 million;

–

Knowledge Economy worth USD 60 million;

–

Judicial Reform worth USD 130 million.

According to IBRD Annual Report on the 2004-2005 financial year, commitments
to Romania accounted for 17 percent of the active portfolio for Europe and Central
Asia.
The First Programmatic Adjustment Loan (PAL 1), amounting to USD 150
million, was completed on 31 March 2005. It is the first in a series of three such
loans aimed at supporting the government reform programme on the legal system,
public services and public expenditure management until 2007, when Romania is
scheduled to join the European Union. Within this framework, the Government
will take further steps to finalise the privatisation process, complete the energy
sector reform, improve the business environment, amend the Labour Code and
reform the capital market, with a view to supporting Romania’s efforts to have in
place a fully functioning market economy.
During 2005, at the request of the IBRD, the NBR transferred RON 4.41 million
from the custody account opened by the international financial institution with the
central bank, so that the year-end balance stood at RON 76.27 million.

B. Financial institutions affiliated to the World Bank
a) International Finance Corporation (IFC)
The portfolio for Romania at end-2005 encompassed 22 projects, representing a
commitment of USD 513.8 million, of which four were signed in 2005:
–

capital investment at Distrigaz Sud, worth USD 54.4 million;

–

three loans granted to the financial and banking system, in a total amount of
USD 82 million.
b) Multilateral Investment Guarantee Agency (MIGA)

From 1997 to the end of 2005, the Agency issued 17 guarantees for commercial
companies in Romania, amounting to USD 451.84 million. In 2005, MIGA issued
three guarantees worth USD 84.8 million to the financial and banking sector for
covering the risks of restriction on transfers and expropriation of funds.
c) International Centre for Settlement of Investment Disputes (ICSID)
In 2005, Romania helped improve the legal framework governing the ICSID
arbitrage. The approved amendments simplified the preliminary proceedings and
enhanced the arbitrage transparency.
National Bank of Romania
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European Bank for Reconstruction and Development (EBRD)
In 2005, Romania was the second largest recipient of EBRD funds, after the
Russian Federation.
In its 15-year history, the EBRD granted Romania assistance totalling EUR 3,126.9
million (162 loan agreements), of which EUR 1,902.9 million (60.85 percent) were
destined to support the private sector.
The project portfolio for the financial and banking sector is entirely classified
under “private”, with loans amounting to EUR 778.1 million, accounting for 24.88
percent of the total assistance granted to Romania.
During 2005, the EBRD concluded 17 loan agreements with Romania totalling
EUR 426.5 million, of which EUR 78.5 million were capital investments and the
remainder were borrowings of commercial companies.
The new executive directors for 2005-2008 were elected at the Annual Meeting of the
EBRD’s Board of Governors held in Belgrade, on 21-22 May 2005. On this occasion,
a Romanian representative was elected Alternate Director of the Constituency that
Romania is part of.
The last instalment, amounting to EUR 1.35 million, of Romania’s subscription
quota in the EBRD share capital was paid on 15 April 2005, as follows: EUR
540,000 (40 percent) were transferred to an EBRD account opened with a bank
abroad, while the remaining EUR 810,000 (60 percent) were paid through a
promissory note issued by the Ministry of Public Finance and deposited with the
NBR.

Black Sea Trade and Development Bank (BSTDB)
At end-2005, there were 10 loan agreements in progress which amounted to USD
86.5 million. Romania ranked sixth in terms of value of financing agreements
signed by the BSTDB with its 11 members.
Two projects were signed in 2005, namely a long-term loan of USD 16 million
extended to Telemobil and a contribution to a syndicated loan worth USD 7 million
for Terapia.
The NBR contributed with pertinent comments and points of view to the drafting
of the 2005-2006 Country Strategy for Romania, which was approved by the
BSTDB Board of Directors in March 2005.
The eighth (and last) instalment – in amount of USD 5.15 million (SDR 3.375
million) – of the promissory note accounting for 20 percent (SDR 27 million) of
Romania’s subscription quota in the BSTDB capital was paid on 24 March 2005.

96

National Bank of Romania

Annual
Report
2005
Chapter 6. European integration and international financial relations

European Investment Bank (EIB)
The EIB constitutes a supplementary financing source, covering 50 percent at most
of the costs incurred under a project.
The EIB’s activity in South-East Europe in the last five years focused on funding
certain projects, with a contribution equal to EUR 4,377.166 million. Romania
comes in first among the seven countries in the region, with a share of 44.64
percent (EUR 1,954.166 million) in total loans extended.
At end-2005, 58 loan agreements were signed with Romania, amounting to more
than EUR 4,254.6 million. In 2005, the EIB and Romania signed 6 projects
(in fields such as transport, healthcare, education, etc.) totalling EUR 948.966 million.

Bank for International Settlements (BIS)
Following the Board’s approval of 28 January 2005, the NBR purchased 564 shares for
CHF 13.5 million on 31 May 2005, adding to the 8,000 shares already held in BIS.
On 1 July 2005, the NBR’s account open with BIS was credited with CHF 3.516
million in dividends for the 2004-2005 financial year. This amount is the
equivalent of the SDR 1.88 million allotted for the 8,000 shares held by the central
bank as at 31 March 2005.
At end-2005, the NBR’s subscription quota in BIS capital was RON 190.763
million (SDR 1 = RON 4.455).

International Investment Bank (IIB) and
International Economic Co-operation Bank (IECB)
The year 2005 saw several attempts to revive the activity of the two institutions.
During the spring meeting, the Boards of the two banks decided to jumpstart the
activity of the Working Group of the proxies of the delegation heads of IIB and
IECB member countries, whose main task was assigned by the Boards, namely to
identify the best possible solution for giving new impetus to the banks’ activities or
to turn them into a new international development bank. The latter alternative was
adopted and supported by most member countries.
Pursuant to the provisions of Law No. 312/2004 on the National Bank of Romania
Statute, which strengthens its independence from the public authorities, the NBR’s
participation in the Boards of the two banks having the statute of intergovernmental
organisations is rendered incompatible. As a result, the NBR Board decided in July
to convey all tasks and responsibilities related to the participation in the IIB and
IECB Boards to the Ministry of Public Finance.

Bilateral international relations
On 23 March 2005, the National Bank of Romania signed a Memorandum of
Understanding on co-operation and exchange of information with the Central Bank
National Bank of Romania
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of Indonesia (Bank Indonesia). By signing this document, the two parties undertake
to promote co-operation in the economic and financial fields, to exchange views
and opinions on macroeconomic, monetary and exchange rate policies, on the
banking system, banking regulation and supervision. The Memorandum of
Understanding covers a two-year period.
Following the proposal made in 2004 by the central bank of Malaysia, i.e. Bank
Negara Malaysia, in 2005 further negotiations were held in an attempt to sign a
Memorandum of Understanding on co-operation and exchange of information
between the two banks, similar in contents to the document already concluded with
Bank Indonesia.
In 2005, too, the NBR organised international conferences and seminars with the
participation of the BIS, the IMF, and other central banks.
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1. Current account
In 2005, the balance-of-payments current account deficit widened to EUR 6,891
million, up 35.1 percent year on year, accounting for 8.7 percent of GDP against
8.4 percent in 2004.
Table 1. Current Account
EUR millions

a) Trade balance (goods)
- exports (FOB)
- imports (FOB)
b) Services, net
c) Incomes, net
d) Current transfers, net
Current account balance

2004
-5,323
18,935
24,258
-213
-2,535
2,972
-5,099

2005
-7,806
22,255
30,061
-434
-2,309
3,658
-6,891

The EUR 7.8 billion trade deficit, whose share in GDP rose to 9.8 percent in 2005,
from 8.8 percent in 2004, weighed heavily on the current account deficit. The trade
gap widened by 46.6 percent year on year due to the slowdown in the growth rate
of exports to the euro zone and still fast-paced imports. Moreover, the coverage of
imports through exports and the openness of the Romanian economy dropped
significantly from 2004, by 4.1 percentage points and 5.1 percentage points
respectively (to 74 percent and 66 percent respectively).
Exports of goods recorded a slacker growth rate (17.5 percent in 2005, from 21.3
percent in 2004), coming in at EUR 22,255 million as a result of weaker demand
from the euro zone and the shift in the structure of exports in favour of
intermediate and capital goods. The increase in export value was comparable to
that of 2004, i.e. EUR 3,320 million, while two thirds of the total growth were
propelled by higher external prices (petroleum products, chemical products, pig,
iron and steel) and one third by the larger volume (motorcars, petroleum products,
machinery, electrical machinery and apparatus).
Imports of goods rose to EUR 30,061 million, at a 23.9 percent growth rate similar
to that recorded in 2004, amid steeper international prices (crude oil, natural gas,
petroleum products, ores, metal products, fur and hides) and stronger domestic
demand (motorcars, tractors and other road vehicles, boilers, turbines, engines,
apparatus and mechanical devices, cotton and cotton fabrics, electrical machinery,
appliances and equipment, apparatus for recording and reproducing sound and
image). The year-on-year increase in import value stood at EUR 5,803 million,
driven by the rise in external prices, changes in the structure of imports and
stronger domestic demand for durables.
National Bank of Romania
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Net terms of trade1 further advanced in 2005 to reach 104 percent, against the
backdrop of a more significant increase in export prices (9.5 percent) when
compared to import prices (5.3 percent). Gross terms of trade 1 stood at 91.2
percent, as the volume of imports rose faster than that of exports (17.7 percent
against 7.3 percent).
Behind the widening of the current account deficit stood also the doubling of the
services balance deficit, to EUR 434 million, owing to the increase in payments for
imported goods transport. The negative influence of goods and services on the
current account was alleviated by the 23.1 percent rise in net current transfers and
the decline of almost 9 percent in the income balance deficit.
Table 2. Current Account Deficit Financing
EUR millions

Deficit financing
Capital transfers, net
Direct investment, net
Portfolio investment, net
Other capital investment:
- borrowings (MLT), net
- inflows
- repayments
- loans (MLT), net
- loans (ST), net
- other*
NBR's reserve assets
("-": increase)

2004
5,099
512
5,127
-416
4,715
2,226
4,918
2,692
-28
1,035
1,482
-4,839

2005
6,891
583
5,208
685
5,846
2,849
6,147
3,298
19
873
2,105
-5,431

*) includes the following items, net: cash and cheques, deposits, in transit accounts, clearing and barter accounts,
errors and omissions.

2. Financial and capital account
In 2005, roughly 84 percent of the EUR 6.9 billion current account deficit were
covered by direct investment and capital transfers, while the remaining 16 percent
were financed through medium- and long-term loans and credits.
Net direct investment2 edged up 1.6 percent year on year, amounting to EUR 5,208
million, amid repatriation by residents of certain investments from abroad and the
pick-up in the volume of loans from foreign investors.
Net direct investment by non-residents in Romania came in at EUR 5,197 million,
i.e. a level comparable to that of 2004, of which approximately two thirds in equity
holdings and loans granted by foreign investors, and the remainder in reinvested
earnings and in-kind contributions. Privatisation proceeds pushed equity holdings
up by EUR 0.8 billion, compared to EUR 1.7 billion in 2004. The major
1

Source: National Institute of Statistics.
Net value of non-residents’ investment in Romania and the net value of residents’ investment
abroad.
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commercial companies privatised in 2005 included Distrigaz Sud (Gaz de France),
Distrigaz Nord (the Germany-based E.ON Ruhrgas group), Electrica Oltenia (CEZ
AS Prague), Electrica Moldova (the Germany-based E.ON Energie group).
In 2005, foreign direct investment was channelled towards the following economic
sub-sectors: industry (49.4 percent), trade (18.3 percent), telecommunications and
postal services (12.2 percent), financial intermediation and insurance services (5
percent), and construction (2.3 percent). Foreign investors came largely from the
Netherlands (21.2 percent), Germany (19.7 percent), France (15.5 percent), the
Czech Republic (13.1 percent), Austria (8.1 percent), and Italy (6.1 percent).
Portfolio investment in 2005 recorded net inflows of EUR 685 million compared
with net outflows of EUR 416 million a year earlier, following the Eurobond issues
launched by Bucharest City Mayoralty (worth EUR 500 million, on the
Luxembourg market) and by Banca Comercială Română (worth EUR 500 million,
on the London market). Mention should be made that, in November 2005, the
Ministry of Public Finance redeemed the Eurobonds issued in 2000 and 2001,
totalling EUR 300 million.
Net inflows from medium- and long-term loans and credits ran at EUR 2,849
million (up 28 percent from 2004) as a result of the larger volume of loans taken by
banks and non-banks. Net inflows from short-term loans and credits fell 15.6
percent versus 2004 to reach EUR 873 million.

3. Romania’s international investment position
At end-2005, official foreign exchange reserves managed by the National Bank of
Romania amounted to EUR 16.8 billion, up EUR 5.9 billion from end-2004 as a
result of (i) the central bank’s net purchases off the foreign exchange market worth
EUR 3.8 billion, (ii) changes in the banks’ required reserves in foreign exchange
(EUR 1.9 billion), (iii) inflows from foreign credits granted by the IBRD under the
PSAL programme and from non-redeemable loans under SAPARD programme
totalling EUR 0.3 billion, (iii) privatisation revenues worth EUR 0.2 billion, and
(iv) other net inflows. In the reported year, the official foreign exchange reserves
diminished by the value of payments on external debt service (EUR 1,229.4
million) and by that of foreign currency-denominated government securities
redeemed by the Ministry of Public Finance (EUR 40.3 million).
Medium- and long-term external debt3 expanded 33.4 percent from end-2004 to
EUR 24.4 billion as a result of EUR 5.3 billion worth of net inflows from foreign
credits and losses from EUR/USD exchange rate movements (-EUR 1 billion). On
the other hand, some debt-to-equity swaps (-EUR 0.2 billion) contained the rise in
external debt. In 2005, medium- and long-term external debt service came in at
EUR 4.7 billion, of which EUR 3.8 billion in principal repayments and EUR 0.9
billion in interest and commission payments.
3

Arising from foreign loans and credits, bonds a. s. o.
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Medium- and Long-term External Debt
- December 2005 by creditors

private creditors
74.6%

by debtors

multilateral
institutions
23.4%

bilateral institutions
2.0%

private
53.6%

public
28.6%

publicly
guaranteed
17.8%

Composition of medium- and long-term external debt by debtor illustrates the
prevalence of non-guaranteed public debt (53.6 percent), followed by public debt4
(28.6 percent) and publicly guaranteed debt5 (17.8 percent). In year-on-year
comparison, the share of non-guaranteed public debt rose 8.5 percentage points,
while the shares of public debt and publicly guaranteed debt narrowed by 6.2
percentage points and 2.3 percentage points respectively. In 2005, foreign credits
were channelled into financial, banking and insurance activities (42.3 percent),
manufacturing (8.6 percent), telecommunications and postal services (8 percent),
electricity, heating, natural gas and water sector (7.4 percent), real-estate
transactions (6.8 percent), transport and warehousing (5.7 percent).
Composition of medium- and long-term external debt by creditor shows that the
share of private creditors continued to widen (from 68.8 percent at end-2004 to
74.6 percent at end-2005). This development was attributed to the channelling of
loans granted by foreign private banks primarily into the Romanian banking sector,
while the shares of international financial institutions and bilateral creditors in total
external debt dropped to 23.4 percent and 2 percent respectively.
Composition of medium- and long-term external debt by maturity points to the
continuation of the previous year’s trend, with the share of long-term external debt
shrinking 3.5 percentage points from end-2004 to 66 percent of total medium- and
long-term external debt on the background of the decline in long-term public debt
and the pick-up in medium-term private debt.
Composition of medium- and long-term external debt by currency at end-2005
shows that the euro was in the lead (63.7 percent, up 2.5 percentage points against
end-2004), followed by the US dollar (28.5 percent, down 3.8 percentage points)
and other currencies (7.8 percent, up 1.3 percentage points). As for the composition
of medium- and long-term external debt service by currency, the euro also took the
largest share (58.3 percent), ahead of the US dollar (40.9 percent) and other
currencies (0.8 percent).
4
5
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Table 3. Consolidated General Government Balance
percent

Official reserves / imports of goods and services (months of imports)

2004
5.2

2005
6.4

Medium- and long-term external debt / GDP

30.1

30.8

Medium- and long-term external debt / exports of goods and services

83.8

93.2

Medium- and long-term extrrnal debt service ratio

18.4

18.2

External indebtedness indicators stayed within normal limits in 2005 as well.
Medium- and long-term external debt service ratio crept down from 18.4 percent in
2004 to 18.2 percent in 2005. Medium- and long-term external debt accounted for
30.8 percent of GDP at year-end, up 0.7 percentage points from end-2004, and for
93.2 percent of exports of goods and services, up 9.4 percentage points.
Concurrently, import cover of the National Bank of Romania’s reserves rose from
5.2 months to 6.4 months, owing to reserves rising faster than imports.
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Chapter 8. Communication activity
of the National Bank of Romania
The National Bank of Romania attaches special importance to the improvement of
transparency taking into account that good communication is essential for ensuring
successful implementation of its decisions. Thus, a steady concern of the National
Bank of Romania is to provide the general public with relevant information,
adjusting communication channels to the target audience.

1. Objectives of 2005
In 2005, landmark events took place, leaving their imprint on the communication
and public relations strategy of the NBR: (i) redenomination of the domestic
currency; (ii) shift to direct inflation targeting regime; (iii) celebration of 125 years
since the establishment of the National Bank of Romania. In these circumstances,
the central bank resorted to more diverse means of communication and improved
the content of messages by making them highly accessible so as to ensure adequate
information of the general public.
The preparation of redenomination was based on a far-reaching information
campaign involving heavy resort to the key means of communication: radio,
television, printed media, meetings with retailers and households, posters and
printed materials distributed in urban and especially in rural areas. With a view to
ensuring a wide dissemination of information, several commissions involved in
certain stages of redenomination were established, among which: (i) joint
commissions comprising experts from the NBR and commercial banks;
(ii) advisory commissions including representatives of big retailers with the aim to
clearly identify the impact of redenomination on citizens’ day-to-day life:
(iii) advisory commissions including mass media representatives in order to
formulate messages adequately.
As for the electronic communication, www.denominare.ro was devised and
enriched with a distinct section of the NBR website, both sources destined to
provide the general public, as well as experts, with useful information and answers
to their questions. The calibration of messages was achieved in accordance with the
requirements of an information campaign at national level.
In order to ensure fast and efficient information of the general public, co-operation
agreements with Romanian media institutions were negotiated, based on which
information on the new money issue was disseminated daily, since May 2005.
Discussions organised in co-operation with specialised publications (e.g. “The New
Leu” campaign), in which representatives of the banking system participated as
well, proved extremely useful in ensuring the smooth flow of information to the
general public and in understanding the manner in which redenomination was
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perceived. The discussions were organised with the help of the NBR branches in
the major cities, and were also intended to boost the image of the institution, as,
apart from the elements specific to a campaign, central bank activities cover price
stability, prudential supervision, regulation and licensing as well.
All these measures helped raise, in a relatively short period of time, the public’s
awareness regarding the identification and security features of the new issue of
notes and coins, as well as regarding the redenomination calendar.
The adoption of inflation targeting, approved by the NBR Board in its meeting of 8
August 2005, was another major challenge to the communication activity. Within
the new monetary policy framework, anchoring inflation expectations at the
pre-announced inflation target and enhancing communication with the general
public play an essential role. To this aim, a distinct section related to inflation
targeting, including a glossary of specific terms, was posted on the NBR website.
In preparation of the introduction of direct inflation targeting, the conference
“Inflation Targeting: International Experience and Romania’s Prospects” was
organised on 30 March 2005. Members of NBR executive management and
representatives of some European central banks delivered presentations at this
conference.
As the key communication tool, Inflation Report is published on a quarterly basis
since August 2005, with an improved structure. Apart from the analysis of
economic and monetary developments underlying the monetary policy decisions,
the publication includes the central bank’s inflation projection on a 6-quarter
horizon1, as well as the related uncertainties and risks, from the monetary policy
perspective included. Since August 2005, Inflation Report is presented to the
general public in press conferences, in an effort to ensure better understanding of
concepts and developments.
With a view to ensuring a high degree of transparency, the calendar of the NBR
Board meetings on monetary policy issues is made public, and decisions are
promptly conveyed and explained. Regular meetings between executive
management members and financial and media analysts have been held as well.
In 2005, special attention was attached to marking 125 years since the
establishment of the National Bank of Romania. A number of seminars,
symposiums and debates on issues concerning the history of the central bank and
its role in the development of the Romanian society were organised. On this
occasion, presentations on the life and activity of key central bank figures were
also delivered.
The NBR publications, which represent one of the major communication channels,
were given special attention regarding the improvement of their content, structure
and layout. The NBR publishes and disseminates 10 paper-based and electronic
1

The projection horizon was extended to 8 quarters starting with the February 2006 Inflation Report.
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periodicals, most of them being translated into English. As a result of the NBR’s
steady efforts to diversify public information, preparations to issue a new
publication on national accounts were started in 2005.
As for electronic communication, the general public and financial analysts
continued over the reported period to access the NBR website, the number of daily
hits remaining high. The most sought-after information was that included in the
“Financial Info” page, which was accessed every day by nearly 100,000 users,
followed by the Statistics, Publications and the Bank Register sections.
In 2005, the improvement of communication activity was achieved also by
increasing the number of press releases, conferences, seminars and symposiums on
topical issues such as the introduction of inflation targeting, development of the
payment system, European integration and the New Basel Capital Accord (Basel
II). The aim of these events was to adequately inform the general public and to
create a fair perception.
The 13th edition of the Symposium of banking history and civilisation “Cristian
Popişteanu” (under the aegis of the National Bank of Romania, “Magazin istoric”
Cultural Foundation and Romanian Banking Association) organised in November
2005 focused on the European integration of Romania from the banking system’s
perspective.
As regards the other communication channels with the public, pursuant to the
provisions of Law No. 544/2001 on free access to information of public interest
and to the provisions of Law No. 233/2002 approving Government Ordinance No.
27/2002 on the procedure of solving petitions, the NBR solved about 1,826
petitions and 7,491 requests for information.

2. Guidelines for 2006
Communication activity of the NBR will continue to be carried out so as to ensure
greater transparency.
Issues related to Romania’s accession to the EU and to the NBR’s joining the
European System of Central Banks will be recurrent in the NBR communication
strategy, the institution being actively involved in informing the general public
about the stages and requirements of the above-mentioned processes, about the
ensuing changes from the perspective of the central bank and of the banking
system, as well as about the role of the NBR in implementing the changes. The
main topics refer to ERM II entry and the adoption of the single European
currency, focusing on outlining the calendar and the best strategy of achieving the
aforementioned goals, as well as on meeting the convergence criteria.
The changes in the regulatory framework of the financial system and in the
banking system in particular will be promptly presented and explained to market
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participants, good communication being of utmost importance for the efficiency of
the adopted measures.
From the banking system perspective, special interest will be attached to the
implementation of Basel II Accord, the general public being regularly informed on
the actions and strategy of the NBR, as well as on the preliminary outcomes
concerning the choice of approaches specific to various risk categories.
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Chapter 9. Macroeconomic research activity
The purpose of economic research within the National Bank of Romania is to
ensure a sound conceptual basis for the decision-making process. In 2005, the
issues regarding monetary policy, macroeconomic modelling, financial stability
and real economy developments analysis were high on the agenda of research
activity. Special emphasis was laid on the quality of research, as well as their
relevance for the central bank’s decision makers.
Economic research activities are carried out by the following central bank
departments: Research and Publications Department, Monetary Policy Department,
Macroeconomic Modelling and Forecasting Department, and Financial Stability
Department. It is noteworthy that the latter two departments were established in
2004 as part of the efforts made by the National Bank of Romania to expand its
research activity.
Starting in August 2005, when the National Bank of Romania formally shifted to
inflation targeting, renewed efforts were made to ensure completion of the models
for analysis and short- and medium-term forecasting of inflation, which were to be
used as an input for the monetary policy decision-making. Along with the research
work aimed at attaining this objective, particular attention was attached to the
formalization of the quarterly forecasting framework, also by improving
coordination between the departments involved in the forecasting process
(Monetary Policy Department, Research and Publications Department, and
Macroeconomic Modelling and Forecasting Department). Moreover, steps were
taken to increase transparency in analyzing and forecasting inflation, as reflected
especially by the new format of the Inflation Report, but also by holding regular
press conferences and occasional meetings with economic analysts.

1. Macroeconomic modelling activity
Macroeconomic modelling activity has the same features as applied economic
research and focuses on issues relevant to monetary policy conduct. In 2005, close
attention was devoted to improving the model for near-term forecasting of
inflation, developing a model for near-term forecasting of the gross domestic
product and fine-tuning the model for analysis and medium-term forecasting of
inflation (MAMTF).
At present, near-term forecast of inflation employs models for the major three
subgroups of the CPI basket excluding the items whose prices are either
administered or highly volatile: (i) food items, excluding fruit, vegetables and eggs;
(ii) non-food items, exclusive of energy, fuels and medicines; (iii) services, save
those at regulated prices. The scenarios for the development of exogenous variables
– including price indices of the excluded items, the exchange rate and net wages –
are being set by using both univariate models and value judgments. Actually, the
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entire forecast is filtered through expert judgment, thus allowing the incorporation
of qualitative information.
The near-term forecasting model for gross domestic product is built by
disaggregating the GDP into the five demand components, i.e., private
consumption, public consumption, gross fixed capital formation, exports and
imports, and estimating for each component1, an error correction mechanism.
This model basically assumes the existence of a long-term equilibrium relation
between each GDP component and the other variables, and inserts it, via residuals,
into the equation reflecting the short-term dynamics of the respective demand
component.
In 2004, the groundwork was laid for the current model for analysis and mediumterm forecasting of inflation (MAMTF), during the first IMF Technical Assistance
Mission regarding inflation targeting. In 2005, starting from the original structure,
the model was adjusted to better reflect the features of the Romanian economy. The
model and the forecasting framework were both tested by twice simulating a
complete quarterly forecasting cycle. With a view to improving the MAMTF, the
major research issues approached throughout 2005 were the following:

1

(i)

estimation and calibration of behavioural macroeconomic relations of
the MAMTF. The model is built so as to combine the consistency of
economic theory prevailing in the field of monetary macroeconomics
with the issues specific to a transition economy, as is the case of the
Romanian economy. The short time series available and the frequent
structural changes affecting the economy posed some serious
constraints for the use of established econometric models for
determining the relevant macroeconomic relations. Instead, greater
emphasis was laid on simulating the model’s properties by matching
them with the statistical properties of the data (e.g. correlations among
variables), as well as comparing them with the properties of similar
models used by other inflation targeting central banks;

(ii)

identification of the current position of the economy within the
business cycle. A methodology was developed for analyzing the
current position of the economy within the business cycle, which
serves as a starting point for preparing the medium-term
macroeconomic forecasts. The main instrument used for this purpose is
a multivariate filter estimating the past and the current levels of a set of
unobservable variables, such as: potential output and the output gap,
the equilibrium real exchange rate as well as the degree of
under/overvaluation of the domestic currency, the level of the neutral
real interest rate. In order to ensure full compatibility with the
forecasts, the filter uses the same behavioural relations as those
incorporated in the MAMTF. To supplement the information set used
in estimating the current level of excess demand, a system of leading

Except public consumption, for which an exogenous scenario is used instead of a model forecast.

National Bank of Romania

109

Annual
Report
2005
Chapter 9. Macroeconomic research activity

and coincident indicators was built for the assessment of the cyclical
position of the economy;
(iii)

incorporation of specific features of the Romanian financial sector into
the model. The following characteristics of the monetary policy
transmission mechanism were considered in the MAMTF: the
relatively sluggish transmission of monetary policy impulses to the
average bank lending interest rate compared to the average interest rate
on time deposits; the wealth and balance sheet effects stemming from
exchange rate fluctuations, particularly affecting the attractiveness of
foreign-currency-denominated loans;

(iv)

explicit modelling of CPI inflation components. To provide an indepth analysis, CPI inflation was broken down into core inflation2 and
a series of sub-indices with specific behaviours: inflation for
administered-price products, inflation for fuels and inflation for
foodstuffs with highly volatile prices, i.e., fruit, vegetables and eggs.
Thus, the CPI inflation forecast hinges on the projections of
components which are subsequently aggregated;

(v)

establishment of a methodology to ascertain the effect, in terms of
excess demand, of consolidated general budget execution. Consolidated
general budget execution has a particular impact on aggregate demand.
In order to assess this influence, the macroeconomic projection of the
National Bank of Romania takes into account the fluctuations in the
balance of consolidated general budget execution, after netting out the
effects arising from the position of the economy within the business
cycle. The methodology consists in disaggregating budget balances into
balances influenced by the business cycle fluctuations and structural
balances respectively.

The forecasting framework was developed in cooperation with experts of the IMF
and the Czech National Bank, based on the general coordinates provided by
specialists and the management of the National Bank of Romania.

2. Financial stability
In 2005, research activity on financial stability focused on analyzing the factors
that might give rise to systemic risks in the financial system. The research papers
were prepared in order to lay the groundwork for the Financial Stability Report, the
first issue of which is due for release in 2006. Research projects were developed
within the Financial Stability Department and some of them benefited from the
support of external collaborators.
The upshots were published in the Working Papers series under the aegis of the
National Bank of Romania, posted on its website, or are due for publication over
the course of 2006. The most outstanding research papers focused on:
2
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–

analysis of household risks. Even though these risks multiplied, they do not put
financial stability in jeopardy. Potential risks and uncertainties are mainly
ascribable to the rise in indebtedness and, on the assets side, to the change in
their composition in favour of assets with more volatile returns;

–

role of non-financial institutions in Romania in ensuring and maintaining
financial stability. The paper concludes that non-financial institutions pose
moderate risks to the banking sector given the improvement of their financial
standing in recent years. Adverse shocks following interest rate changes on
such institutions are unlikely to affect substantially the exposure of banks
(because of relatively low resort of non-financial institutions to bank loans),
whilst exchange rate movements could unleash significant risks on banks.
Hikes in administered prices and wage pressures could trigger other sizeable
shocks on non-financial institutions;

–

analysis of the impact of non-government credit developments, based on both
macroeconomic and microeconomic factors. This paper shows that demand for
and supply of loans lead to an upsurge in credit amid economic shakeup and
keener competition among lenders. The concluding remarks point to the fact
that credit developments may well be considered as “financial deepening”, not
“credit boom”;

–

analysis of credit guarantee funds in Romania. The purpose of this paper is to
assess the role these non-bank financial institutions play within the Romanian
financial system, on the one hand, and to identify manners to regulate their
activity, on the other.

3. Analyses and surveys
Once inflation targeting has been adopted, the central bank stepped up its efforts to
estimate inflation expectations, whose role in monetary policy decision-making has
increased. Thus, the bank survey the NBR launched in December 2004 was
upgraded during 2005 by including expectations of analysts working with top
banks on developments in inflation, interest rates and exchange rate, as well as
estimates of the major factors affecting inflation and exchange rate. Expectations
are made for time horizons of one month and one year for interest rates and
exchange rate, and one year and two years for inflation respectively.
Moreover, business surveys play an increasingly important role, as they are meant
to track trends of the real sector in the short run. The business survey, initiated as
early as 1992 and conducted with the support of the National Bank of Romania’s
branches, was upgraded during 2005 by expanding its coverage and increasing the
number of economic agents polled in industrial and construction sectors to more
than 420. The company managers participating in the survey provide firsthand
information on the forecasted developments in the current month for several
economic indicators, i.e., output, volume of orders, staff numbers, inventories,
investment, capacity utilization rate, as well as prices and profitability ratio.
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Respondents also give their opinions on the main deterrents to economic activity in
the above-mentioned sectors.
The macroeconomic implications and risks associated with rapid credit expansion
called for an analysis of credit developments during 2005, amid the measures taken
by the National Bank of Romania to contain the growth rate of non-government
credit. Moreover, saving dynamics in the reported year was the subject of a
research paper as well. The outcomes of the aforesaid analyses were posted on the
NBR website, in the paper titled “Recent Developments in Non-Government Credit
and Bank Deposits”.

4. Scientific conferences organized by the NBR
During 20-22 February 2005, the BIS and the NBR organized the 4th Working
Party on monetary policy in Central and Eastern Europe. Representatives of 22
European central banks and experts from the ECB and the BIS participated in the
meeting. The National Bank of Romania was represented by executive members,
as well as economists from the dedicated departments.
With the aim of increasing transparency and getting the general public familiarized
with the features of the new monetary policy regime in March 2005 the National
Bank of Romania hosted the Conference titled “Inflation Targeting: International
Experience and Romania’s Prospects”, with the participation of senior executives
from the Bank of England, the Czech National Bank and the National Bank of
Hungary. Discussants presented the experience of their countries in what concerns
the implementation of inflation targeting. Moreover, NBR representatives disclosed
a number of details regarding the implementation of this strategy in Romania and
the model for analysis and medium-term forecasting of inflation that has been
developed by central bank staff.
In October 2005, the NBR and the IMF organized a regional conference dedicated
to “Rapid Growth of Banking Sector Credit to the Private Sector”, with the
participation of representatives of central banks and supervisory authorities from
21 countries in Central and Eastern Europe, from other EU Member States, and
from various international organizations such as the Bank for International
Settlements, the Committee of European Banking Supervisors, and the European
Central Bank.
During 12-14 October 2005, the National Bank of Romania and the Directorate
General Payment Systems and Market Infrastructure of the ECB organized in
Bucharest the “South-East European Conference on Payment System Infrastructure
Development” aimed at establishing a forum for discussions in the field of payment
systems at European level. The event took place shortly after completing the
commissioning of the final component of the Electronic Payment System, i.e.
SaFIR, the system processing government securities issued by the Ministry of
Public Finance. The event was the first of its kind ever to take place in Romania
and was attended by experts from 11 Balkan countries, the ECB and the BIS.
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5. Guidelines and objectives for research activity in 2006
In the medium and long term, the aim of macroeconomic research within the
National Bank of Romania is to develop a general equilibrium model for the
Romanian economy, capable of ensuring the consistency of forecasts and fulfilling
the requirements of medium- and long-term macroeconomic analyses. For 2006,
stepped-up efforts will be made towards attaining this aim, and part of its results
will be incorporated into the system for analyzing and forecasting inflation.
Another top priority is to refine the methodology on fiscal sector analysis.
Specifically, a more analytical approach needs to be taken by resorting to a wider
set of indicators, for instance by disaggregating budget revenues and expenditures
on the basis of a relevant structure from an economic perspective.
For 2006, a research group in charge of financial sector modelling is to be set up.
The outcome of this research work will be incorporated into a satellite model for
analyzing and forecasting financial-sector variables that should complement the
core model for inflation analysis and forecast.
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1. Human resources management
Human resources policy followed by the NBR in 2005 was subordinated to the
programme approved by the Board, which was drafted in accordance with the
central bank’s strategy for 2003-2006.
Improvement of the organisational structure of the NBR with the view to attaining
the major objectives assumed in the preparatory work for joining the European
Union materialised in the establishment of new tasks and activities, identification
of new forms of professional training and steady concern for their
accomplishment.
In 2005, the main changes in the NBR’s organisation chart were: (i) establishment
of the NBR Security Section (which replaced the Security Division) having two
divisions; (ii) establishment of three centres aimed at improving staff training and
housing social activities; (iii) increase in the staff of Internal Audit Department
(including the establishment of a new division) against the backdrop of more
complex practices and procedures of internal audit in the context of bringing them
into line with the ESCB standards in the field; (iv) establishment, within the
Bucharest branch, of a separate division responsible for precious metals.
The decision to improve the organisational structure of the branch was made
following the entering into force of Law No. 591/2004 and supplements to
Government Emergency Ordinance No. 190/2000 on precious metals and gems, as
a result of which reconveyance of valuables to their rightful owners gathered pace.
In order to improve the organisational structure of the central bank and to
strengthen the decision-making framework, deputy directors were appointed in
most departments (by promoting persons from among the central bank’s staff).
Moreover, the staff promotion took into account the professional skills and the
requirements of the institution, with 54 employees moving up the professional
ladder and 14 employees advancing to executive ranks.
Staff recruitment and selection interviewing techniques were part of the policy
pursued by the central bank in compliance with its strategy concerning the
structure of the bank and the professional skill criteria. During 2005, the central
bank organised 50 examinations at the head office and 31 examinations at
branches, as a result of which 70 people joined the ranks of the central bank and
28 people were hired in branches.
The same as in previous years, the NBR attached utmost importance to the
professional training, which involved all departments and branches, and especially
departments playing a significant role in the core activity of the central bank and in
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the preparatory work for joining the European Union. In-house training courses
were attended by 739 employees, each participant attending 2 courses on average,
with training man-days averaging 44.1. Foreign courses were attended by 180
employees, each participant attending 1.5 courses on average, with an average
training period of 8.1 days per person. A large number of employees participated
in training courses for the first time. Specifically, 158 staff members attended
training courses organised in Romania and 32 employees participated in
professional training abroad.

Training projects for young specialists ahead of Romania’s integration
with the EU
Preparations for Romania’s accession to the European Union in 2007 made the
NBR adopt a more integrated approach to ensure the institutional framework and
implement uniform, consistent action plans in order to meet the requirements of
the ECB and to adapt its activities to those of the ESCB.
In order to achieve these objectives, the NBR must identify and train young
professionals with a view to participating in the work of the ECB committees and
subcommittees.
To this end, the central bank appointed a commission whose task was to assess the
professional competences of its employees aged up to 35 years, having university
degrees, able to represent the NBR in its relationships with the ECB and other
international financial and banking institutions.
The commission examined 120 young professionals in a number of fields, such as
macroeconomic issues, the institutional and organisational framework of the NBR,
the history of the NBR, etc.
The majority of examinees is highly qualified, being a proof that they will
contribute to the enhancing of the quality of work of the central bank in the context
of future European integration. Out of total examinees, 78 were awarded marks
between 9 and 10 (9 was the benchmark for being selected for the second stage).
At the end of the second stage of professional examination, after the young staff
met the senior-level executives of the NBR, 19 young professionals were selected
to represent the bank in its relationships with the ECB (Frankfurt/Main) and, when
necessary, with the European Commission (Brussels).
Several of the young staff thus selected participated in professional training
abroad, eight of them were promoted, and two of them were appointed as deputy
directors.
The central bank will continue to pay due attention to the promotion of young
experts with a view to bringing the institution closer to European standards.
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In order to ensure a high-standard training, the Romanian Banking Institute was
subordinated to the NBR starting with July 2005, along with the training, advanced
training and specialisation centre and the documentation, research and banking
consultancy centre.

2. Statistical activity
Balance of payments
In 2005, the NBR implemented a new system for balance of payments data
collection, in compliance with NBR Norm No. 2/2004 on the statistical reporting
to the NBR of some foreign exchange transactions and Norm No. 4/2004 on the
statistical reporting of data necessary for the preparation of Romania’s balance of
payments. These norms set forth the reporting requirements concerning
information, deadlines and the manner in which information is supplied.
The new data collection system is based on International Transactions Reporting
System, which provides indirect reports, via resident credit institutions, of
transactions similar in nature to the balance of payments, which are performed on
behalf of clients or on own behalf, to which direct reports and annual data on
statistic research on non-resident direct investment in Romania are added.
Relevant data for drawing up the balance of payments are reported electronically
to the NBR by credit institutions, transaction by transaction, filling in the special
forms, i.e. external receipt form and external payment form.
By implementing this system, balance of payments statistics were provided in
accordance with the EUROSTAT requirements; starting with 2005 Q1, this system
allowed the breakdown of transactions by geographical criteria as well.

Foreign direct investment
In order to enlarge the scope of analysis of foreign direct investment (FDI) in
Romania, the NBR together with the National Institute of Statistics publishes every
year the paper “Statistic Research on Foreign Direct Investment”, which provides
the data necessary to determine FDI and helps carry out some analyses concerning
FDI by main economic sectors (CANE sections Rev. 1), development regions and
origin countries.
In addition, the paper supplies information on FDI in the form of tangible and
intangible assets, reinvested profit from net profit, credit contribution to FDI, and
in-kind contribution to FDI (in the case of non-financial commercial companies).
The results of research work underlying the determination of FDI as of
31 December 2004 were used for the adjustment of FDI data covered by the 2004
balance of payments (flows) and of data on Romania’s international investment
position at the end of 2004 (balances), and helped estimate reinvested profit and
in-kind contribution for 2005 (flows and balances).
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Financial accounts
Since 1992, the NBR has compiled financial accounts. Financial accounts for
2000-2003 were drawn up during 2005.
Financial accounts are drawn up on the basis of the European System of Accounts
methodology (ESA95), which sets the accounting framework enabling the
description of an economy; this system was implemented in the context of
Romania’s accession to EU.
According to ESA95 methodology, the national economy is divided into
institutional sectors, as follows: i) non-financial companies; (ii) financial
companies (the central bank, other financial and monetary institutions, other
financial intermediaries, financial auxiliaries, insurance companies, and pension
funds); (iii) public administration (central government, local government, and
social security companies); (iv) households; (v) non-profit institutions; (vi) rest of
the world. Financial transactions include transactions in financial instruments
between institutional entities or between an institutional entity and the rest of the
world. The main financial instruments are: monetary gold and special drawing
rights; currency and deposits; securities, other than shares; credits; shares and
other equities; insurance technical reserves; other receivable/payable accounts.
In 2005, the National Bank of Romania embarked on releasing a new paper dealing
with financial national accounts. Apart from tables showing financial accounts by
sector and by economy, the paper includes the analysis of financial behaviour of
sectors and of main sectoral indicators, as well as a methodological section.
The NBR, together with the National Institute of Statistics and the Ministry of
Public Finance, draws up the biannual notification on public debt and government
deficit (as part of fiscal surveillance procedures), in compliance with EC
Regulation No. 3605/93 on the implementation of the protocol of excessive deficit
procedure. As a candidate country, Romania submits this report based on
gentlemen agreement once a year; thereafter, the report will be submitted on
1 April and 1 October of every year. Romania prepared the first notification in
2001 for the 1996-2000 period.

Monetary statistics
Monetary statistics provide information on banking system transactions (including or
excluding the central bank, depending on the aggregate level of data). Monetary
survey is drawn up on a monthly basis, the data source being the credit institutions’
monetary balance sheets reported to the NBR every month and the central bank’s
balance sheet and trial balance.
Monetary survey covers the central bank’s monetary balance sheet, credit
institutions’ aggregate monetary balance sheets, detailed monetary survey (the
NBR’s and credit institutions’ aggregate monetary balance sheets), consolidated
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monetary survey (encompassing the main monetary indicators, i.e. broad money –
monetary aggregates and broad money counterparts – net domestic assets and net
foreign assets).
Monetary statistics are made available to the public by press releases, publications
of the central bank (statistical sections) and the website of the National Bank of
Romania. Monetary statistics provide the information needed for the formulation
of monetary policy and for the drafting of quarterly inflation reports, working
papers and other analyses.
Data are also provided to the IMF under SDDS system and to the ECB; the IMF makes
available the data on its website (http://dsbb.imf.org/Applications/web/sddshome/).
The National Bank of Romania’s steady concern is to harmonise its regulations
with those of the ECB and therefore it attaches importance to the implementation
of EU directives on monetary statistics. Regulation ECB 2001/13 is one of the key
regulations which provides financial and monetary institutions with the
methodology for carrying out and reporting the monetary balance sheet by
financial instruments, maturity, and institutional sectors in accordance with
ESA95.

Average interest rates applied by the banking system
In accordance with NBR Norms No. 2/2003 on establishing and reporting average
interest rates applied by the banking system, the Statistics Department sets, on a
monthly basis, the average lending rates and average deposit rates as well as the
average interest rates on new loans and on new deposits, for total RON-, EUR-,
and USD-denominated operations in the banking system, based on reports of credit
institutions. These data are published on a monthly basis on the NBR website
(www.bnro.ro) and in the monthly bulletin. Moreover, the data are disseminated
under the SDDS system to the ECB and the IMF (the latter publishes the
information on its website, i.e. http://dsbb.imf.org/ Applications/ web/sddshome/.
The data calculated in accordance with Norm No. 2/2003 are used by the NBR for
the formulation of monetary policy and by economic analysts. The average interest
rates in the banking system are used by credit institutions as an analytical tool by
comparing the interest rates applied by them with the average interest rates applied
by the banking system as a whole.
As regards the interest rate statistics, the central bank’s objective is to implement
the ECB regulations and directives in the field, especially Regulation
ECB/2001/18.
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3. Information technology
In 2005, the activity of the IT Department was governed by the guidelines laid
down in the NBR IT Strategy approved by the Board in 2002.
The NBR’s IT system reached a medium level in terms of complexity and
interconnection of its technologies and applications.
The main project for 2005 was aimed at developing and implementing a new IT
reporting system of credit institutions, with focus on modernising and increasing
effectiveness of the current reporting system and rendering easier information
access to decision-makers.
Operational specifications were prepared in order to implement a management
system for electronic archives and current documents of the central bank and to
replace the equipment in order to enable the bank to exchange data in LAN and
WAN networks, the latter being necessary in the context of an increased volume of
information transmitted via the central bank’s network and in order to ensure an
adequate level of data processing.
The NBR continued its efforts to upgrade the hardware by providing the
departments in the headquarters and branches with modern computer equipment
and paid due attention to the connection of the NBR IT system to the ESCB IT
system under ECB projects.

4. Internal audit
The key objective of the audit plan for 2005 was identification and assessment of
risks to the central bank. A separate chapter of the annual plan focused on
activities implying high potential risk, such as: banking security, IT system
(including the website), an integrated IT accounting system, management of
international reserves and valuables, purchases of high-value equipment.
In 2005, the Internal Audit Department performed 24 audit missions, out of which
21 missions were included in its annual plan and 3 missions were carried out at the
request of the Board. The objective of the audit missions was to formulate an
opinion concerning the adequacy of the internal control system.
In 2005, utmost importance was attached to IT audit. Thus, a new division
responsible for auditing the IT systems and applications was established within the
Internal Audit Department.
Representatives of the central bank’s internal audit first met with the
representatives of the ESCB’s Internal Auditors Committee with a view to
bringing the NBR’s internal audit in line with the ESCB audit policy.
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In 2006, the Internal Audit Department will continue to pledge efforts to fully
harmonise the audit procedures with the ESCB standards, to enhance the
efficiency of internal audit missions by getting more actively involved in the
implementation of the central bank’s major projects, and to upgrade the
professional skills of internal auditors.

5. Legal activity
In 2005, the Legal Department endorsed 119 draft pieces of legislation initiated by
the NBR and 26 draft pieces of legislation governing financial and banking matters
which were submitted for review to the NBR by other institutions.
The Legal Department was instrumental in developing the international financial
relationships of the central bank by reviewing and endorsing 41 draft agreements,
conventions and other international documents involving the NBR. The NBR’s
Legal Department continued to co-operate with the ECB’s Legal Services
Directorate General in order to draw up the regular country report.
The major projects of the Legal Department in 2005 focused on: (i) modernisation
of payment system infrastructure, participating in drawing up the draft system
rules and contractual documents and providing assistance in drafting the pieces of
legislation underlying the legal framework of the payment system infrastructure;
(ii) implementation of benchmark government securities and certificates of
deposit; (iii) drafting and implementation of regulations underlying the
redenomination of the domestic currency.
From the perspective of medium- and long-term projects, the Legal Department is
involved in drawing up pieces of legislation for enforcing regulations on financial
conglomerates and implementation of the new Basel II Accord.
The Legal Department endorsed 208 memoranda and draft orders submitted by
other NBR departments and formulated legal opinions on specific matters for 211
files submitted by dedicated departments of the NBR. Moreover, the Legal
Department examined and endorsed 204 agreements involving the central bank and
34 governor orders concerning establishment of commissions. Upon the request of
credit institutions, the Legal Department sent 129 response letters regarding the
enforcement or the legal interpretation of the regulations issued by the NBR and
prepared letters for 80 petitions and 128 files sent to the central bank by
government institutions or other legal entities.
The staff of the Contract Assistance, Mediation of Disputes and Disputed Claims
Division represented the central bank before the Court of Law in 222 cases, having
720 court appearances. The legal advisors of the NBR branches represented the
central bank before the Court of Law in 5,273 cases, having 57,566 court
appearances.
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6. Archives and Museum of the NBR
In 2005, the NBR Board attached special importance to the archives, taking steps
to initiate and uphold some projects envisaging modernisation of the archives as
regards both storage and processing of documents. Thus, documents of high
historical value are preserved in a modern facility of 4,500 meters; the archives are
currently stretching over 1,300 meters.
In 2005, when the NBR celebrated 125 years since its foundation, the activity of
the department in charge of the archives and of the exhibits of the museum of the
central bank materialised in:
–

a booklet entitled “Banks and financial buildings 1850-1950”, edited in cooperation with Propatrimoniu Foundation;

–

a documentary “History of the two palaces of the NBR”, in co-operation
with the Romanian television;

–

the symposium dealing with “Bucharest – the banking hub”, in co-operation
with the Union of Architects, Museum of Bucharest Municipality and
National Archives;

–

the symposium and exhibition titled “Governors and senior officials of the
NBR”;

–

the roundtable on the subject: “Digital processing of documents – a challenge
for the theoretical and practical aspects of archives” in co-operation with
the National Archives of Romania.

Moreover, during 2005, exhibitions focused on banking history and civilisation
topics, such as: “World coins”; “Eighty years of Romanian economy reflected in
securities issues”; “The two palaces of the NBR and the other banking buildings in
the historical and banking centre of Bucharest”; “The Romanian Royal House as
mirrored in the documents in the NBR archives”; “French gold coins”;
“Relationships between the NBR and the Banque de France during 1880-1900”.
The NBR Museum entered a new stage of development; the NBR aimed at
establishing a modern banking museum, which should play an important role in
educating the public, and represent a cultural landmark of Bucharest. In order to
fulfil this project, the NBR purchased 1,255 objects and took over 682 British gold
coins from the Issue, Currency and Cash Department. In addition, preparatory
steps were made to create the website of the museum and the archives of the NBR.
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Chapter 11. Financial statements
of the National Bank of Romania
as at 31 December 2005
1. Overview
According to Law No. 312/2004 on the Statute of the National Bank of Romania,
the primary objective of the central bank is to ensure and maintain price stability.
The current statute of the monetary authority is harmonised with the regulations
governing the functioning of the European Central Bank, with EU legislation and
particularly with the provisions of the Treaty on European Union concerning the
independence of the central bank.
In order to achieve the monetary policy objectives abiding by the provisions of the
acquis communautaire, the National Bank of Romania must not focus on attaining
concomitantly business-related objectives, such as maximisation of return.
However, the central bank has steadily been concerned with limiting its operating
costs.
Starting with financial 2005, the NBR has been applying the international
accounting standards used by the central banks, which are acknowledged by the
European Central Bank (Guideline ECB/2002/10 on the legal framework for
accounting and financial reporting in the European System of Central Banks),
pursuant to the provisions of Law No. 312/2004 on the Statute of the National
Bank of Romania.
Moreover, in accordance with Law No. 348/2004 on domestic currency
redenomination, on 1 July 2005, the leu, Romania’s legal tender, was
redenominated so as 10,000 old lei (ROL), in circulation on that date, were
exchanged for 1 new leu (RON).
The amounts related to the previous financial years, which are displayed below,
were converted from ROL into RON, yet they could not be recalculated in
compliance with the new accounting policies implemented as of 1 January 2005.
As a result, the profit of financial 20051 was recalculated (see chart below) in order
to ensure comparability with the previous years.
The National Bank of Romania achieved its primary objective by curbing the
inflation rate in 2001-2005 (from 30.3 percent to 8.6 percent – December/
December) amid the efficient management of public resources available to the
central bank.

1

The accounting policies applied prior to 31 December 2004 are different from those applied as from
1 January 2005 as concerns foreign currency operations. Thus, foreign currency operations performed
in 2005 were recalculated in order to ensure comparability with the indicators of the previous years.
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Developments in NBR's Costs with Banking Operations2
RON millions
2001

- inflation-adjusted data as at 31/12/2005 2002

2003

2004

percent
2005

0

35

-500

30

-1,000

25

-1,500

20

-2,000

15

-2,500

10

-3,000
-3,500
-4,000

costs with banking operations in accordance with the accounting policies applied by
31 December 2004 (recalculated for 2005)
loss in accordance with the accounting policies applied by 31 December 2004
(recalculated for 2005)
costs with banking operations - from financial statements - in accordance with the
accounting policies applied since 1 January 2005
loss - from financial statements - in accordance with the accounting policies applied
since 1 January 2005
inflation rate (right-side scale)

5
0

Accordingly, the loss for 2005 exceeds by a real 38 percent that for 2004, yet in
comparable terms of accounting policies, the loss for 2005 accounts for only
41 percent as against the previous year.
It is worth mentioning that the volume of the central bank’s operating costs was
low in 2005, their share in total expenses amounting to 6.05 percent, below the
average for 2002-2004, i.e. 6.12 percent (staff costs accounted for 3.29 percent of
total expenses in 2005 as compared with an average of 3.35 percent for 20022004).2

2. Costs associated with curbing inflation
In its pursuit of achieving the primary objective, i.e. to ensure and maintain price
stability in the context of current features of the economy, the NBR held a net
debtor position towards the banking system, which entailed the considerable
increase in costs associated with sterilization operations and had a negative impact
on the financial performance of the monetary authority.
The net debtor position of the central bank as at 31 December 2005 was generated
by the net liquidity position of the banking system3, amounting to RON 23,198,998
thousand. The value of this indicator is illustrative of the structural liquidity surplus
2

Not including the losses from revaluation of gold, foreign-currency-denominated assets and
liabilities, which are recognised as expenses at year-end starting with 2005 and are not subject to
clearing by revaluation gains (as they were until end-2004).
Expenses recorded in 2001 are adjusted so as to show the net impact of forward exchange transactions
performed in accordance with the agreement concluded in 1996 which falls due in 2001.
3
Calculated as the difference between deposits of credit institutions with the central bank (RON
23,229,007 thousand) and loans to credit institutions (RON 30,009 thousand).
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in the banking system, which called for the intervention of the central bank via
sterilization operations in order to prevent inflationary pressures.
The balance sheet as at 31 December 2005 (Table 1) highlights the following:
–

foreign assets accounted for 99 percent of total assets;

–

sterilization operations made up 68 percent of total liabilities (36 percent –
required reserves of credit institutions and 32 percent – deposits taken from
credit institutions);

–

deposits of State Treasury with the NBR made up 5 percent of total
liabilities.

Table 1. Balance Sheet of the National Bank of Romania as at 31 December 2005
ASSETS

Foreign assets 99%

Other assets 1%

Average LIABILITIES
annual return
-%-

2.33

–

Required reserves of credit institutions
(13% in RON and 23% in foreign
exchange) 36%
Deposits taken from credit institutions
32%

Average annual
interest rate
-%RON: 2.51
foreign exchange: 0.77
8.78

–
Currency in circulation 18%
4.08
Foreign liabilities 8%
Deposits of State Treasury
RON: 4.19
(2% in RON; 3% in foreign exchange) 5% foreign exchange: 0.80
–
Capital, reserves a.s.o. 1%

Consequently, the loss incurred by the NBR was directly and significantly
influenced by the difference between incomes from international reserve
management on the external market (assets) and the costs related to the use of
monetary policy instruments on the domestic market (liabilities), the shortfall
arising from the differential between the interest rate on the external market and
that on the domestic market. Generally, interest rates on international markets are
considerably lower than interest rates on sterilization operations performed to
achieve the monetary policy objectives (in 2005, net incomes from international
reserve management stood at RON 809,677 thousand, while interest costs
associated with monetary policy operations amounted to RON 2,034,066 thousand,
up 151.2 percent). This is also shown in Table 1; while an average annual return of
2.33 percent resulted from foreign asset management, most liabilities (sources of
foreign assets) posted significantly higher average annual interest rates (8.78
percent on deposits taken; 4.19 percent on leu-denominated deposits of the State
Treasury; 4.08 percent on foreign liabilities; 2.51 percent on required reserves in
domestic currency), with total resources accounting for 55 percent of liabilities.
The loss also hints at the costs associated with the achievement of the objective
established by law for the central bank, namely to ensure and maintain price
stability, which brought about disinflation progress in 2005 as well.
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3. Management of international reserves
In 2005, foreign assets increased by 38 percent, mainly due to incomes from the
management of international reserves, rise in deposits of the Ministry of Public
Finance with the central bank and monetary authority’s intervention in the forex
market in order to offset the adverse effects of speculative capital inflows.
The euro and the US dollar are the major currencies held by the NBR. In 2005, net
inflows amounted to EUR 1,268 million and USD 2,537 million respectively.
The NBR's Foreign Exchange Position in 2005
in USD

in EUR

3,000
2,000

EUR balance of the NBR

1,000

RON/EUR exchange rate

4,000

2.6

3,000
2,000

2.4
USD balance of the NBR

2.2

1,000

RON/USD exchange rate

0

2.0

Nov.05

Sep.05

Jul.05

May.05

Mar.05

Jan.05

0

2.8

Nov.05

4,000

5,000

Sep.05

5,000

6,000

3.0

Jul.05

6,000

May.05

7,000

USD millions

RON/USD

3.2

4.0
3.9
3.8
3.7
3.6
3.5
3.4
3.3
3.2
3.1

Mar.05

RON/EUR

EUR millions

Jan.05

8,000

In 2005, the management of international reserves materialised into incomes
equalling RON 1,813,287 thousand and expenses totalling RON 1,003,610
thousand, which entailed a profit amounting to RON 809,677 thousand (Table 2).
Table 2. Results of Transactions Performed in 2005
Incomes

Expenses

RON thou.
Profit/loss

Foreign-currency-denominated securities
Other deposits and foreign currency operations

1,358,980
453,884

403,212
600,331

955,768
-146,447

Gold
TOTAL

423
1,813,287

67
1,003,610

356
809,677

4. Effects of domestic currency appreciation
In 2005, the domestic currency strengthened by 7.2 percent versus the euro (from
RON/EUR 3,9663 on 1 January 2005 to RON/EUR 3,6771 on 31 December 2005).
Due mainly to the significant holdings of net assets in euro, the stronger domestic
currency over the considered period entailed, in line with the new accounting
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policy, revaluation losses totalling RON 1,539,490 thousand, accounting for 50.2
percent of end-2005 loss (Table 3).
Table 3. Revaluation Differences as at 31 December 2005
RON thou.
Gains
Losses
(recognised in the special revaluation (recognised in the profit and loss
account under liabilities)
account)
Foreign-currency-denominated
securities
Other deposits in foreign
exchange
Gold
TOTAL

1,017

-403,212

1,075,485
1,081,602
2,158,104

1,324,267
1,539,490

Given the implementation of the international accounting standards specific to
central banks, 2005 was the first year when revaluation losses at the end of the
financial year (RON 1,539,490 thousand) were recognised as expenses and were
not subject to clearing, as it had been prior to end-2004 with revaluation gains
(RON 2,158,104 thousand on balance at end-2005).

5. Conclusions
In light of the above, the performance of the NBR in financial 2005 is shown as
follows:
Table 4. Performance of Financial 2005

Monetary policy
Management of international reserves
Currency issue
Other operations, including operating costs
TOTAL

Incomes
4,055
1,813,287
32,057
130,178

Expenses
2,034,066
2,543,100 4
79,392
385,423

RON thou.
Profit/loss
-2,030,011
-729,813
-47,335
-255,245
-3,062,404

In compliance with the laws in force, the loss for financial 2005 shall be covered
from the sources listed below.4
Table 5. Coverage of Loss in Respect of Financial 2005
1. Loss for financial 2005
2. Sources to cover loss, of which:
– special revaluation account as at 31 December 2005
– statutory reserves as at 31 December 2005
3. Net loss for financial 2005 (1-2)

RON thou.
-3,062,404
775,745
773,854
1,891
-2,286,659

4

Including expenses related to losses from revaluation of assets and liabilities in foreign exchange at
end-2005, amounting to RON 1,539,490 thousand.
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Pursuant to the provisions of Art. 43, para. 1, point b) of Law No. 312/2004 on the
Statute of the National Bank of Romania, the amount of RON 2,286,659 thousand,
representing net loss for 2005, shall be carried forward and covered from future
profit.
Acting for the public good in order to curb inflation and strengthen the foreign
exchange position of the government, the National Bank of Romania ended the
considered year with an operational loss. This represents particularly the
disinflation cost for 2005 in Romania – an essential condition for both the
consolidation of the functioning market economy ahead of EU accession and the
subsequent adoption of the euro.
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National Bank of Romania balance sheet
RON thousand

Note
Cash and other cash equivalents
Precious metals and stones, of which:
Non-monetary gold
Other precious metals and stones
Foreign assets, of which:
Current account in SDR with IMF

Closing balance
sheet
31 December 2005
7,347

Opening balance
sheet
1 January 2005
4,632

80,654
65,763

68,789
57,742

14,891

11,047

71,178,408
1,678

51,622,096
1,625

Monetary gold

4

5,305,039

4,243,650

Demand deposits placed

5

4,150,051

999,592

Term deposits placed
Foreign currency placements

6
7

22,260,270
817,219

8,941,767
747,605

Foreign currency securities

8

33,989,306

31,794,590

Quota in international financial institutions

9

4,654,845

4,893,267

4,576,023

4,650,449

-

63,333

16,800

63,333
19,000

13,209

13,209

(30,009)

(32,209)

389,529
741

437,516
910

228,848

230,735

5,514

4,374

2,240
26,602

2,240

Other settlement accounts

220,991

191,583

Other assets
Provisions for other assets

14

19,371
(114,778)

1,452
-

Accrued interest receivables

15

607,825
613,893

562,489
568,557

Credit risk provisions – interest

16

(6,068)

(6,068)

72,263,763

52,758,855

of which IMF
Loans to domestic credit institutions,
of which:

10

Loan to Bank Deposit Guarantee Fund
Loans to domestic credit institutions
Loans in litigation
Credit risk provision – principal
Other assets, of which:
Loans to employees
Property and equipment

11

Inventory
Equity investments

12

State budget receivables

13

Accrued interest receivables, of which:

TOTAL ASSETS
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(continued)
RON thousand

Note
Currency in circulation
Certificates of deposits issued by the Bank
Foreign liabilities, of which:
Due to international financial institutions
of which: due to IMF
Sight deposits taken
Term deposits taken
Borrowings from banks
SDR allocations from IMF
Due to domestic credit institutions,
of which:
Current accounts of domestic credit
institutions
Amounts withheld at court disposition
Term deposits taken from domestic credit
institutions
Foreign currency minimum reserves
Accounts of bankrupt credit institutions
Current accounts of the State Treasury
Other liabilities, of which:
Borrowings and other similar liabilities
Sundry creditors
Salaries and other personnel-related
accounts
Due to State budget
Settlement accounts
Other liabilities
Accrued interest payables
Equity, of which:
Issued share capital
Other reserves
Special revaluation account
Funds for quota in international financial
institutions
Other funds
Loss for the year
TOTAL LIABILITIES AND EQUITY

134

17
2p

18

19

20

21
2u
25
23
24

Closing balance
sheet
31 December 2005
12,739,492
16,492,600
6,024,700
5,463,672
5,137,882
221,134
2,533
337,361

Opening balance
sheet
1 January 2005
8,250,883
4,908,500
6,740,571
6,019,711
5,938,596
79,096
290,670
8,246
342,848

32,725,122

26,074,315

9,479,744

5,458,529

1,980

1,076

6,731,800

11,215,200

16,508,971
2,627
3,721,491
23,767
2,291
7,454

9,396,465
3,045
5,053,720
16,823
2,001
4,784

1,668

1,006

4,282
2,440
5,632
29,462
507,129
30,000
607,575
2,931,958

3,488
1,320
4,224
104,402
1,609,641
30,000
1,891
2,816,868

-

561,350

(3,062,404)
72,263,763

242,546
(2,043,014)
52,758,855
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National Bank of Romania income statement
for the year ended 31 December 2005
RON thousand

Note

2005

2004*

Interest revenue and similar income

26

1,682,754

1,009,604

Interest expense and similar charges

27

(2,510,912)

(2,719,099)

(828,158)

(1,709,495)

Net interest expense
Fee and commission income

28

119,737

132,613

Fee and commission expense

29

(74,101)

(103,301)

45,636

29,312

Net fee and commission income
Realised gains/losses from foreign exchange operations

30

(374,909)

141

Realised losses from securities operations

31

(14,576)

(134,724)

Realised losses from precious metals operations

32

(446)

(819)

Unrealised losses from revaluation differences

33

(1,539,490)

-

(1,929,421)

(135,402)

Net loss from financial operations
Currency issue expenses

34

(81,631)

(33,367)

Incomes/expenses from credit risk provisions

35

(97,362)

2,000

-

(37,988)

32,057

2,957

(146,936)

(66,398)

8,162

10,897

(109,550)

(81,811)

Administrative expenses

(30,100)

(28,449)

Depreciation and amortisation expenses

(19,217)

(16,334)

Other operating expenses

(52,820)

(45,334)

(3,062,404)

(2,043,014)

Losses from unrecoverable receivables not covered by
provisions
Other incomes from specific operations
Net loss from specific operations
Other income
Salary and other personnel costs

Net loss for the year
*

Not restated – see Note 2b
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Notes to financial statements
1. General information
The National Bank of Romania (the “Bank” or the “NBR”) was set up in 1880 as the Central
Bank of Romania. The current registered office is located at 25 Lipscani Street, Bucharest,
Romania. The Bank is managed by the Board of Directors. The executive management of the
Bank comprises the Governor, the first deputy governor and two deputy governors. The
Parliament appoints the Directors for a period of five years. The Bank is 100 percent owned by
the Romanian State.
The operations of the Bank during 2005 financial year were governed by the ‘Law on the
Statute of the National Bank of Romania’ (Law No. 312/2004), which was effective from
31 July 2004, except for a number of provisions related to statutory financial reporting that
became effective commencing 1 January 2005. The purpose of Law No. 312/2004 is to ensure
the compliance of the Central Bank’s Statute with European Union legislation and, in particular,
with the provisions on central bank independence of the Treaty on European Union.
In accordance with Law No.312/2004, the primary objective of the Bank is to ensure and
maintain price stability. In addition to its role of central bank, the Bank has the exclusive right
to issue bank notes and coins and the duty to regulate and supervise the Romanian banking
system.

2. Significant accounting policies
a) Basis of preparation
The financial statements are prepared under the going concern assumption and presented in
Romanian Lei (“RON”), rounded to the nearest thousand.
The 2005 financial statements have been prepared in accordance with the ‘Norms on organising
and conducting the accounting of the National Bank of Romania’ (Norms No. 2/2005). These
norms set up the basic accounting principles and rules, the form and the content of the annual
financial statements complying with the International Accounting Standards applicable to
central banks and recognised by the European Central Bank (Guideline of the European Central
Bank of 5 December 2002 on the Legal Framework for Accounting and Financial Reporting in
the European System of Central Banks No. 10/2002). The accounting policies have been
consistently applied by the Bank for the year ended 31 December 2005.
b) Comparatives
The financial year 2005 represents the first year of adoption of Norms No. 2/2005, and the
accounting policies applied in 2005 are different from those used in the previous year.
The amounts from 2004 in the closing balance sheet as at 31 December 2004 were reclassified
in the 2005 opening balance sheet in accordance with the disclosure requirements applicable
commencing 1 January 2005, without restating them according to the new accounting policies.
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Therefore, the amounts presented in the 2004 income statement have limited comparability to
those in the 2005 income statement.
In addition, in accordance with Law No. 348/2004 adopted by the Parliament of Romania in
July 2004, from 1 July 2005 the Romanian currency was redenominated at a conversion rate of
10,000 ROL to 1 RON (new Romanian Leu) and the 2004 amounts presented in these financial
statements were converted from ROL into RON.
c) Changes in accounting policies
The provisions related to the statutory financial reporting stated in Law No. 312/2004 became
effective commencing 1 January 2005. In accordance with these legal provisions, the financial
statements of the Bank are prepared in accordance with the accounting principles and rules
established by the international accounting standards, applicable to central banks, recognised by
the European Central Bank and shall include the following: balance sheet, income statement and
the notes to financial statements. In accordance with the legal provisions, the Bank issued its
own Norms No. 2/2005 on organising and conducting the accounting activity, after obtaining
the endorsement from the Ministry of Public Finance.
The significant changes in accounting policies are the following:
–

introduction of the concept of foreign currency position (the net position of the
respective currency, computed as the difference between total assets and total
liabilities denominated in the respective foreign currency, excluding sundry items
such as Accrued interest receivables and payables, Cash in foreign currency, Cash in
transit, Sundry creditors and debtors, Settlement accounts, Prepayments);

–

application of the average cost method for foreign currency operations; the average
cost is determined for each foreign currency position as an indirect quotation:
RON/1 FCY;

–

accounting for gains/losses on foreign currency sale transactions based on the
average cost of the foreign currency position;

–

for the foreign currency securities:

▪

amortisation of the premium/discount resulted from acquisitions of securities –
booked on a monthly basis;

▪

application of the average cost method for transactions with securities per each
ISIN/CUSIP number/type (serial number of the security);

▪
–

monthly mark-to-market of foreign currency securities;
revaluation on a currency-by-currency basis for foreign currency assets and
liabilities or gold - without netting of unrealised losses against unrealised gains from
securities, currencies or gold held by the Bank;

–

setting up provisions for credit risk according to the norms approved by the Bank’s
Board, after obtaining agreement from the Ministry of Public Finance;

–

recording in income statement the unrealised revaluation losses as at year end,
without reversing them in subsequent years against new unrealised gains;
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–

booking in the special revaluation account the unrealised revaluation gains at the
end of the year;

–

coverage of loss for the year from the available sources in the following priority
order: a) special revaluation account as at 31 December 2004; b) statutory reserves;
c) future profits.

d) Change in fiscal status
Starting from 1 January 2005 the following legal provisions related to the Bank’s fiscal status
entered into force:
–

Ordinance No. 83/2004 amending and supplementing Law No. 571/2003 regarding the Tax
Code whereby the Bank is exempted from paying income tax; and

–

Law No. 312/2004 providing for the transfer to the State budget of a share of 80 percent of
the net revenues after deducting the expenses related to the financial year and the loss
related to the previous financial years that remained uncovered by other available sources.

e) Significant accounting principles
Substance over form: Transactions shall be recorded and disclosed in accordance with their
substance and economic reality and not merely with their legal form.
Prudence: the valuation of assets and liabilities and income recognition shall be carried out
prudently. However, prudence does not allow the deliberate understatement of assets and
income and overstatement of liabilities and expenses.
Post-balance-sheet events: assets and liabilities shall be adjusted for events that occur between
the annual balance sheet date and the date on which the financial statements are approved by the
Board of Directors if they affect the condition of assets and liabilities existing at the balance
sheet date. No adjustment shall be made, but disclosure is required for those events occurring
after the balance sheet date that do not affect the condition of assets and liabilities at the balance
sheet date, but which are of such importance that non-disclosure would affect the ability of the
users of the financial statements to make proper evaluations and take decisions.
Materiality: deviations from the accounting rules, including those affecting the income
statement, shall not be allowed unless they can reasonably be judged to be immaterial in the
overall context and presentation of Bank’s financial statements.
Accrual principle: income and expenses shall be recognised in the accounting period to which
they refer and not according to the period in which they are collected or paid.
f) Estimates

In preparing the financial statements in accordance with Norms No. 2/2005, management is
required to make estimates and assumptions that affect the reported amounts of assets and
liabilities as of the date of the balance sheet, and incomes and expenses for the period. Actual
results could differ from those estimates.
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g) Recognition of assets and liabilities
Financial assets/liabilities shall be recognised in the balance sheet only when:
–

it is probable that future economic benefits associated with the asset/liability will flow to or
from the Bank;

–

substantially all of the risks and rewards associated with the asset/liability have been
transferred to the Bank; and

–

the value of the asset/liability can be measured reliably.

Financial assets and liabilities are initially recognised at the acquisition value as presented
hereinafter.
h) Foreign currency position
The foreign currency position represents the net position determined as the difference between
total assets and total liabilities denominated in the respective currency, with minor exceptions.
The gold in standard form is considered as a foreign currency, determining the gold position.
The items not included in the foreign currency position are the amounts in foreign currency
recorded in the following accounts: Accrued interest receivables, Accrued interest payables,
Cash in foreign currency, Foreign currency in transit, Sundry debtors, Sundry creditors,
Prepayments, Settlement accounts and the operations denominated in SDR, XBR, XDS with the
international financial institutions.
During 2005, the Bank held long positions for both foreign currencies and gold (total
receivables exceeded total payables in the respective currency).
i) Average cost method
The average cost method is applied to the following:
–

foreign currency position;

–

monetary gold position;

–

foreign currency securities portfolio.

In accordance with legal provisions, the market prices (for securities) and exchange rates (for
foreign currencies and gold) applied by the Bank in the opening balance sheet on 1 January
2005 were the new average costs at the beginning of 2005.
The average cost of the foreign currency position is computed on a daily basis as an indirect
quotation (RON /1 FCY). In case of the long position, net acquisitions of currencies and gold
made during the day are added, at the average cost of purchases made during the day for each
respective currency and gold, to the previous day’s ending balance, to determine a new average
cost. In case of net sales, the average cost remains unchanged (the average cost of the respective
currency or gold balance for the preceding day).
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The average cost of the foreign currency securities is computed for each ISIN/CUSIP (serial
number of the security) by dividing the transaction value to the nominal value of the respective
foreign currency. All purchases made during the day are added at cost to the previous day’s
ending balance to produce a new average cost for each ISIN/CUSIP (serial number of the
security).
The net average cost of the foreign currency securities is computed for each ISIN/CUSIP (serial
number of the security) by dividing the average cost adjusted with the cumulated premium/
discount amortisation to the nominal value for the respective security. Premiums/discounts
arising on issued and purchased securities are amortised over the remaining life of the security
using the straight-line method. However, the internal rate of return method is used for discount
securities with a remaining maturity of more than one year at the time of acquisition.
Gains/losses arising from transactions in foreign currency, gold/ silver in standard form and
foreign currency securities are determined based on the average cost of the respective holding.
j) Foreign currency transactions
Transactions in foreign currencies are translated into RON at the exchange rate ruling at the
settlement date of the transaction. Monetary assets and liabilities denominated in foreign currencies
at the balance sheet date are converted into RON at the exchange rate ruling at that date.
In accordance with the average cost method for the long position, any sale of foreign currency
(outflow from the foreign currency position) generates a gain/loss determined as follows:
–

if daily acquisitions are greater than daily sales, then the gain/loss arising from the daily
sales is computed as the total sales multiplied by the difference between the average price of
the daily sales and the average cost of the daily acquisitions;

–

if daily sales are greater than daily acquisitions, then the gain/loss arising from the daily
sales is computed as the sum of the following:

▪

the gain/loss arising from the sales covered by the daily acquisitions: computed as
the total daily acquisitions multiplied by the difference between the average price of
the daily sales and the average cost of the daily acquisitions;

▪

the gain/loss arising from the sales covered by the previous day’s holdings:
computed as the net sales multiplied by the difference between the average price of
the daily sales and the average cost of the respective foreign currency position in
the preceding day.

k) Foreign currency securities
Premiums/discounts arising on acquisition of securities are amortised over the remaining life of
the securities using the straight-line method. The internal rate of return method is, however, used
for discount securities with a remaining maturity of more than one year at the time of acquisition.
Amortisation of discount/premium is booked during the year as interest income/expense.
The gain/loss arising from the sale of securities is determined as the nominal value of the
security sold multiplied by the difference between the selling price and the average cost of the
respective security. The components of this gain/loss are the following:
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–

the market price effect representing the nominal value of the security sold multiplied by the
difference between the selling price and the net average cost of the respective security;

–

the interest rate effect representing the nominal value of the security sold multiplied by the
difference between the net average cost and the average cost of the respective security.

The accruals principle is applied for monthly recording of interest receivables using the
revaluation rate as conversion rate for determining the RON equivalent.
The gain/loss from marking to market the foreign currency securities is determined as the
difference between the market price and the net average cost.
l) Loans granted to credit institutions and other entities
Loans are stated in the balance sheet at the amount of principal outstanding, adjusted with the
provision for loan impairment to reflect the estimated recoverable amount.
m) Tangible and intangible assets
Tangible and intangible assets are stated at historical cost less accumulated depreciation.
The Bank performed subsequent revaluations of the tangible assets in accordance with the
statutory legal provisions and considering the inflation, value in use, condition and market price
of the respective asset.
Capital expenditure on property and equipment in the course of construction is capitalised and
depreciated once the assets enter into use. The last revaluation of tangible assets was carried on
31 December 2001.
Expenditure incurred to replace a component of an item of tangible assets that is accounted for
separately, including major inspection and overhaul expenditure, is capitalised. All other
expenditure is recognised in the income statement as an expense as incurred.
Depreciation is provided on a straight-line basis over the estimated useful lives of items of
property and equipment.
The depreciation is recognised as write downs of the costs of the items of property and
equipment. Land is not depreciated.
The estimated useful lives are as follows:
Buildings
Equipment
Motor vehicles
Computer equipment

20-50 years
5-20 years
5 years
3 years

n) Provisions for impairment of assets
As part of its monetary and exchange rate policies, the Bank is entitled to grant loans to credit
institutions. The Bank records the credit risk provisions in accordance with its own norms
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approved by the Board of Directors, after obtaining the agreement from the Ministry of Public
Finance.
The provisions for impairment losses on loans is recognised in the income statement as a
specific charge or release and is deducted from total loans and accrued interest receivables.
When it is determined that a loan cannot be recovered, all the necessary legal procedures have
been completed and the final loss has been determined, the loan is written off and recorded by
the Bank in the income statement.
Provisions other than those recorded for credit risk are deducted from the profit remained after
transferring to the State its 80 percent share of the Bank’s net revenues. The financial assets are
reviewed to determine whether there is any indication of impairment. If any such indication
exists, the asset recoverable amount is estimated. An impairment loss is recognised whenever
the carrying amount of an asset exceeds its recoverable amount.
Impairment losses are reversed in whole or in part if there has been a change in the previous
estimates used to determine the recoverable amount. An impairment loss is reversed in whole or
in part only to the extent that the asset’s carrying amount does not exceed the new carrying
amount that would have been determined, net of depreciation or amortisation, if no impairment
loss had been recognised.
o) Currency in circulation
The Bank prepares the program for issuing banknotes and coins, ensures the printing
distribution and management of cash reserves to meet cash requirements in accordance with the
real needs of money circulation.
Currency in circulation is booked at the acquisition value of the banknotes and coins produced
by/received from the NBR Printing House and the State Mint, and other foreign suppliers, less
the value of the banknotes and coins destroyed and other similar items (the banknotes and coins
withdrawn, the banknotes and coins withdrawn and not exchanged within the legal period), the
banknotes and coins recorded as collections, the banknotes and coins sold as numismatic
products, the banknotes and coins from the reserve fund of the Central Treasury, the Bank’s
branches and those in course of expedition.
p) Certificates of deposit issued by the Bank
The securities issued by the Bank are certificates denominated in RON sold to the domestic
credit institutions. These are discount instruments, being redeemed at nominal value on the
maturity date.
At the issuance date of certificates of deposit, their nominal value is recorded as a liability and
the discount as a prepayment. The discount is amortised during the life of certificates of
deposits using the straight-line method and the accrual principle.
r) Revaluation
In accordance with the statutory legal provisions, in the opening balance sheet as at 1 January
2005, the revaluation differences as at 31 December 2004 are recorded separately from those
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subsequently recorded. These revaluation differences are to be used for covering future losses of
the Bank.
The revaluation of the foreign currency assets and liabilities is recorded monthly in the special
revaluation account as the difference between the revaluation rate (the official exchange rate on
the last working day of the month) and the average cost of the foreign currency position. The
exceptions are the assets and liabilities denominated in SDR which are revalued at the exchange
rates communicated by the International Monetary Fund for 30 April and 31 December
respectively. The SDR balances as at the end of the year are revalued based on the exchange
rate communicated for 31 December 2005.
The mark-to-market is carried on a monthly basis for the gold/silver balances in standard form
and the foreign currency securities; the mark-to-market differences are recorded in adjustments
accounts in the balance sheet. The revaluation of gold is performed based on the RON price per
defined unit of weight of gold derived from the RON/USD exchange rate and the fixing
quotation on the London Bullion Market. The revaluation of the foreign currency securities is
performed as a comparison between the mid market price at the end of the last working day of
the month and the net average cost of the respective security.
Offsetting unrealised losses for securities, currencies or gold balances against unrealised gains
in such securities, currencies or gold is not permitted.
At the end of the financial year, the unrealised revaluation losses are charged to the income
statement without the possibility of cancellation in subsequent years against new unrealised
gains. Subsequently, the average cost of the foreign currency position and the net average cost
of the foreign currency securities – which generated the respective unrealised revaluation losses
– is written down to the revaluation rate and the market price respectively. The unrealised
revaluation gains are booked in the special revaluation account in the balance sheet.
s) Pension obligations and employee benefits
The Bank, in the normal course of business, makes payments to the Romanian State pension
funds on behalf of its Romanian employees for pension, health care and unemployment benefit.
All employees of the Bank are members of the State pension scheme.
The Bank does not operate any independent pension scheme and, consequently, has no other
obligation in respect of pensions. The Bank does not operate any other defined-benefit plan or
post-retirement benefit plan.
In compliance with the collective labour agreement currently in force, the Bank pays on the
retirement of its employees a benefit calculated taking into account the salary on the date of
retirement. The Bank recognises the benefits related to the retirement on the date they are due to
the employees of the Bank.
t) Income and expense recognition
The revenues and expenses are recognised according to the accrual principle. The losses/ gains
arising from sale of foreign currency, gold or securities are charged to the income statement.
These are determined as the difference against the average cost of the respective asset.
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The unrealised gains are not recognised as income, but transferred directly to the special
revaluation account.
At the end of the year, the unrealised losses are charged to the income statement if these losses
exceed the revaluation gains previously recorded in the corresponding revaluation account.
There is no netting of unrealised losses for securities, currencies or gold balances against
unrealised gains in such securities, currencies or gold.
u) Share capital and statutory reserves
The entire share capital is owned by the State of Romania and is not divided into shares. As at
31 December 2005, the Bank’s share capital amounted to RON 30,000 thousand. In accordance
with Law No. 312/ 2004, the share capital has been increased to RON 30,000 thousand on 31
December 2004 by incorporating an amount of RON 12,800 thousand existing at that time in
the reserve fund.
The statutory reserves were set up on 1 January 2005 in accordance with Law No. 312/2004 –
through the incorporation of the remaining balance of the reserve fund after the aforementioned
increase in share capital. The statutory reserves are increased annually via a maximum
distribution of 60 percent of the profit after the transfer to the State of the 80 percent share of
net revenues.
3. Risk management policies
The main risks associated with the Bank’s activities are financial and operational risks arising
from the Bank’s responsibility to ensure and maintain price stability in Romania. The most
important types of financial risks to which the Bank is exposed are credit risk, liquidity risk and
market risk. Market risk includes interest rate risk and currency risk.
a) Credit risk
The Bank is exposed to credit risk through its trading, lending and investing activities and in
cases where it issues guarantees.
Credit risk associated with trading and investing activities is managed through the Bank’s
market risk management procedures. The risk is mitigated through selecting counterparties of
high credit ratings and monitoring their activities and ratings and through the use of exposure
limits.
The Bank’s primary exposure to credit risk arises from granting short-term loans to domestic
credit institutions. The amount of credit exposure in this regard is represented by the carrying
amounts of the assets on the balance sheet. Short-term loans in RON extended to banks are
normally secured with treasury securities issued by the Romanian Government or by term
deposits. However, the Bank may, in special circumstances, grant unsecured loans to banks and
other credit institutions in order to prevent systemic crises. Nevertheless, this risk has been
constantly decreasing due to the reduction of the Bank’s loan portfolio.
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Maximum credit risk exposure representing the maximum accounting loss that would be
recognised at the balance sheet date if counterparties failed completely to perform as contracted
and any collateral or security proved to be of no value, is estimated to be in the magnitude of
RON 741 thousand (31 December 2004: RON 64,243 thousand).
b) Liquidity risk
The Bank is the lender of last resort to credit institutions in Romania. The main objective of its
day-to-day operations is to ensure that adequate liquidity exists on the domestic market.
The Bank also manages the international foreign currency reserve, through cash budgeting and
diversification, in order to ensure that foreign obligations are timely met.
c) Interest rate risk
The Bank incurs interest rate risk principally in the form of exposure to adverse changes in the
market interest rates to the extent that interest-bearing assets and interest-bearing liabilities
mature or re-price at different times or in different amounts.
For financial receivables and liabilities in RON, the Bank endeavours to match the current
market rates. Obtaining a positive margin is not always possible given that the levels of such
assets and liabilities are dictated by the objectives of monetary policy. However, the Bank is
constantly monitoring the costs of implementing the policies against the estimated benefits.
For financial instruments in foreign currency, the Bank attempts to maintain a net positive
position. The Bank uses a mix of fixed- and variable-rate instruments. The interest rates on
assets and liabilities in foreign currency are presented in the notes showing separately the above
mentioned assets and liabilities.
d) Currency risk
The major foreign currencies held by the Bank are the EUR and the USD. Due to the
appreciation of the local currency against the EUR and the high volatility of financial markets,
there is a consequent risk of loss in value in respect of net monetary assets held in EUR. Open
foreign exchange positions also represent a source of currency risk.
The Bank is exposed to currency risk through foreign exchange transactions. There is also a
balance sheet risk that the net monetary liabilities in foreign currencies will take a higher value
when translated into RON as a result of exchange rate movements.
In order to avoid losses that may arise from adverse movements in exchange rates, the Bank,
within the framework of its objectives for managing international reserves, is currently pursuing
the policy of diversifying its portfolio of currencies, in order to ensure a balanced currency
composition, whilst maintaining a long foreign exchange position.
The assets and liabilities held in EUR, USD and other foreign currencies at the balance sheet
date are presented in Note 36.
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The exchange rates of major foreign currencies at 31 December 2005 were:
Currencies
Euro (EUR)
US Dollar (USD)

2005

2004

1: RON 3.6771
1: RON 3.1078

1: RON 3.9663
1: RON 2.9067

Increase/
(decrease) %
(7.3%)
6.9%

4. Monetary gold
RON thousand

Gold bullion in standard form
Coins
Gold deposits
Total

Closing balance sheet
31 December 2005
1,428,857
738,554
3,137,628
5,305,039

Opening balance sheet
1 January 2005
1,142,174
590,594
2,510,882
4,243,650

At 31 December 2005 the Bank had placed gold deposits with Bank of England, Bank of Nova
Scotia and Fortis Bank Brussels. At 31 December 2004, the Bank placed gold deposits with
Bank of England, Bank of Nova Scotia and Fortis Bank Brussels, Barclays and Morgan Stanley
NY. The gold revaluation price at 31 December 2005 was RON 51.23 per gram for a total gold
stock of 103.55 tonnes (at 31 December 2004, the revaluation price was RON 40.9513 per gram
for a total gold stock of 103.6 tonnes).

5. Demand deposits placed
RON thousand

Demand deposits at international
financial institutions
Demand deposits at central banks
Demand deposits at foreign banks
Total

Closing balance sheet
31 December 2005
4,008,003

Opening balance sheet
1 January 2005
181,044

141,919
129
4,150,051

818,051
497
999,592

At 31 December 2005, the Bank included in demand deposits the current account at Bank for
International Settlements (BIS) of RON 4,008,003 thousand (at 31 December 2004: RON
181,044 thousand) which represents the RON equivalent of EUR 1,089,781 thousand (31
December 2004: EUR 45,472 thousand), USD 235 thousand (31 December 2004: USD 228
thousand) and CHF 17 thousand (31 December 2004: CHF 10 thousand); demand deposits at
central banks, of which the most significant is at the Bundesbank of RON 56,602 thousand
equivalent of EUR 15,393 thousand (31 December 2004: RON 705,527 thousand, equivalent of
EUR 177,880 thousand), Bank of Japan RON 45,088 thousand equivalent of JPY 1,701,465
thousand (31 December 2004: RON 99,490 thousand equivalent of JPY 3,507,974 thousand),
Bank of England RON 35,613 thousand equivalent of GBP 6,649 thousand (31 December 2004:
RON 37 thousand equivalent of GBP 7 thousand) and demand deposits at Banque Generale de
Bruxelles in amount of RON 129 thousand equivalent of EUR 35 thousand (31 December 2004:
RON 497 thousand equivalent of EUR 125 thousand).
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The average interest rate on the Bank’s placements at other banks is 2.8 percent per annum (at
31 December 2004: 3.3 percent per annum).

6. Term deposits placed
RON thousand

Term deposits at central banks
Term deposits at foreign banks
Total

Closing balance sheet
31 December 2005
362,882
21,897,388
22,260,270

Opening balance sheet
1 January 2005
4,488,354
4,453,413
8,941,767

At 31 December 2005, term deposits placed at foreign banks were in amount of RON
21,897,388 thousand (31 December 2004: RON 4,453,413 thousand) which represent the
equivalent of EUR 3,430,000 thousand (31 December 2004: EUR 320,000 thousand), USD
2,059,000 thousand (31 December 2004: USD 405,000 thousand) and GBP 538,800 thousand
(31 December 2004: GBP 357,700 thousand).
At 31 December 2005, term deposits placed at central banks include the overnight deposit held
with the Federal Reserve Bank of New York in amount of RON 346,520 thousand equivalent of
USD 111,150 thousand (31 December 2004: RON 2,106,195 thousand equivalent of USD
724,600 thousand) and with Bank of the Netherlands in amount of RON 16,363 thousand
equivalent of EUR 4,450 thousand (31 December 2004: RON 2,382,159 thousand equivalent of
EUR 600,600 thousand).
The average interest rate on the Bank’s placements at other banks is 2.8 percent per annum (at
31 December 2004: 3.3 percent per annum).
7. Foreign currency placements
RON thousand

Placements at World Bank of which:
- in deposits, of which:
- demand deposits at the Federal Reserve
- in securities

Total

Closing balance sheet
31 December 2005

Opening balance sheet
1 January 2005

297,167
683
520,052
817,219

228,578
693
519,027
747,605

During October 2002, the Bank concluded an investment management agreement with the
International Bank for Reconstruction and Development (IBRD), by which IBRD became the
Bank’s investment advisor and agent for the management of certain foreign assets limited to 20
percent of the international foreign exchange reserves. As at 31 December 2005 placements with
banks managed by IBRD amounted to RON 296,484 thousand – the equivalent of USD 95.2
million (1 January 2005: RON 227,885 thousand – the equivalent of USD 78.6 million).
At 31 December 2005, the Bank’s placements managed by the World Bank (in securities)
according to the investment management contract is in amount of RON 520,052 thousand –
USD 167.3 million (1 January 2005: RON 519,027 thousand – USD 178.6 million).
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Interest rates on US bonds managed by IBRD ranged between 1.125 percent and 5.375 percent
per annum (2004: between 1.1 percent and 5.3 percent per annum).
8. Foreign currency securities
RON thousand

Discount treasury bills – US Treasury
Discount treasury bills –
European Treasuries
Coupon treasury bills – US Treasury
Coupon treasury bills – Bank for
International Settlements (BIS)
Coupon treasury bills –
European Treasuries
Total

Closing balance sheet
31 December 2005
913,381

Opening balance sheet
1 January 2005
2,226,006

3,416,608
8,854,768

2,632,349
8,894,208

228,950

28,532

20,575,599
33,989,306

18,013,495
31,794,590

Coupon treasury bills issued by the European Treasuries, USA and BIS had fixed interest rates.
The interest rates ranged between 2.0 percent and 6 percent per annum on securities
denominated in EUR (2004: between 2.0 percent and 7.25 percent per annum) and between 2.25
percent and 6.63 percent per annum on securities denominated in USD (2004: between 1.1
percent and 4.6 percent per annum).
Interest rates on discount treasury notes denominated in USD ranged between 0.8 percent and
2.2 percent per annum (2004: between 0.8 percent and 1.2 percent per annum).

9. Quotas in international financial institutions
RON thousand

Romania’s quota at IMF (i)
Romania’s quota at IBRD
Romania’s quota at EBRD
Participation in the share capital
of Bank for International Settlements
Romania’s quota at other international
financial institutions (IFC, MIGA) (ii)
Total

Closing balance sheet
31 December 2005
4,576,023
-

Opening balance sheet
1 January 2005
4,650,449
97,693
86,329

78,822

45,222

-

13,574

4,654,845

4,893,267

The Bank presented in this caption the government funds representing the participation quota at
other international financial institutions.
The Bank, in accordance with Law No. 97/1997 exercises all the rights and obligations arising
from Romania’s membership at IMF.
(i) Romania’s quota in IMF is recorded as an asset denominated in SDR. At 31 December 2005
and 1 January 2005, Romania’s total quota at IMF was SDR 1,030 million. The IMF maintains
RON deposits with the Bank in relation to the participation.
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The current account in SDR with IMF is held by each member state of IMF and is used to
conduct borrowing and other related operations with IMF. This account bears the same interest
rates as the SDR allocation from IMF.
(ii) At 1 September 2005, Romania quota in IBRD, EBRD, MIGA and IFC was transferred to
the Ministry of Public Finance according to Government Ordinance No. 53/2005 regarding
certain budgeting and accounting financial measures.
10. Loans to domestic credit institutions
RON thousand

Loan to Bank Deposit Guarantee Fund
Loans to credit institutions
Loans in litigation
Specific credit risk provisions
Balance at the end of year

Closing balance sheet
31 December 2005
16,800
13,209
(30,009)
-

Opening balance sheet
1 January 2005
63,333
19,000
13,209
(32,209)
63,333

The outstanding loans balance at 31 December 2005 decreased because the loan granted to the
Bank Deposit Guarantee Fund was reimbursed, and the only outstanding loan was that granted
to Credit Bank S.A. according to Government Ordinance No. 26/2000 (31 December 2005:
RON 16,800 thousand ). The Bank also included in this caption the loan granted to Credit Bank
S.A. before the latter entity’s going bankrupt (31 December 2005: RON 13,209 thousand).
The loans granted to Credit Bank S.A. are fully provisioned. The outstanding provisions as at
1 January 2005 were kept, with the exception that the provision for the loan granted to Credit
Bank S.A. which was set up in accordance with Government Ordinance No. 26/2000 decreased
along with the amounts reimbursed during 2005.

11. Property and equipment
RON thousand

Cost
At 1 January 2005
Additions
Disposals
Transfers
At 31 December 2005
Accumulated depreciation
At 1 January 2005
Depreciation during the year
Disposals
At 31 December 2005
Net book value
at 31 December 2005
In opening balance sheet
at 1 January 2005

Land and
buildings

Equipment

235,923
10,494
(269)
246,148

68,723
7,223
(1,932)
74,014

60,096
9,040
(11)
69,125

32,530
7,176
(850)
38,856

177,023
175,827

Assets in the
course of
constructions

Intangible
assets

Total

12,069
5,527
(8,335)
9,261

9,902
3,452
(168)
13,186

326,617
26,696
(2,369)
(8,335)
342,609

-

3,256
2,524
5,780

95,882
18,740
(861)
113,761

35,158

9,261

7,406

228,848

36,193

12,069

6,646

230,735

-

As at 31 December 2005, the gross book value of fixed assets acquired in financial leasing
was RON 21,209 thousand (this represented the inventory value of the fixed assets acquired
under leasing contracts), and the accumulated depreciation of these assets was RON 7,429
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thousand (31 December 2004: gross book value – RON 20,841 thousand and accumulated
depreciation – RON 7,369 thousand).
During 2005, the Bank acquired only one fixed asset item under financial leasing, i.e. Ericsson
Business telephone system with an inventory value of RON 64 thousand, and the total
depreciation for the year 2005 was RON 4 thousand.

12. Equity investments
Equity investments of RON 2,240 thousand at 31 December 2005 and at 1 January 2005
represent the shares held by the Bank in TRANSFOND joint-stock company that provides
settlement services for interbank operations between local banks. The shares held by the Bank
account for 33 percent of the share capital of TRANSFOND S.A..

13. State budget receivables
The balance of the Bank’s liability to the State budget increased during 2005 because of gold
returns to individuals according to court decisions and returns of confiscated foreign currency,
the value representing either price differences for gold, or exchange rate differences for foreign
currency amounts.

14. Provisions for other assets
These provisions set up at 31 December 2005 were recorded in accordance to the Board of
Directors decision, and include the following:
RON thousand

Provisions for :
NBR receivables from KOLAL BV Amsterdam
Guarantees paid by the Bank as guarantor
for Credit Bank S.A.
Guarantee to be paid by the Bank to Credem Lux
Company as guarantor for Credit Bank S.A.
(see Note 37)
Liability to S.C. Logic Telecom
(amounts in litigation)
TOTAL

Closing balance sheet
31 December 2005

Opening balance sheet
1 January 2005

89,958

–

15,216

–

9,582

–

22
114,778

–
–

The liability of KOLAL BV Amsterdam to the Bank will be recorded as an expense spread over
five years starting 2006 according to Government Emergency Ordinance No. 68/2001 regarding
settlement of receivables of the National Bank of Romania and Savings House against “Dacia
Felix” Bank.
The provision created by the Bank for the receivable from S.C. Logic Telecom is recorded due
to the bankruptcy of the company and due to the Bank’s legal action against this company.
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As at 1 January 2005, the provision for the guarantees paid by the Bank as guarantor for Credit
Bank S.A. in amount of RON 15,216 thousand was presented as a reduction of “Other assets”.

15. Accrued interest receivables
RON thousand

Accrued interest receivables regarding:
Foreign currency securities
Foreign deposits and placements
Gold
Loans to banks
Other
Total

Closing balance sheet
31 December 2005

Opening balance sheet
1 January 2005

560,787
43,929
18
6,068
3,091
613,893

542,634
15,223
37
7,022
3,641
568,557

16. Credit risk provisions – interest
At 31 December 2005, the Bank maintained the credit risk provisions for the accrued interest
receivables in amount of RON 6,068 thousand for the loan granted to Credit Bank S.A. in
accordance to Government Emergency Ordinance 26/2000.

17. Currency in circulation
RON thousand

Banknotes
Coins
Total

Closing balance sheet
31 December 2005
12,624,139
115,353
12,739,492

Opening balance sheet
1 January 2005
8,159,874
91,009
8,250,883

18. Due to IMF
RON thousand

Deposits from IMF
Stand-by facilities
Total

Closing balance sheet
31 December 2005
4,364,480
773,402
5,137,882

Opening balance sheet
1 January 2005
4,650,472
1,288,124
5,938,596

Between 1992 and 2004, Romania and the International Monetary Fund (IMF) agreed to five
stand-by arrangements (SBA) for a total amount of SDR 1,886 million, mainly to support shortterm balance of payments. As at 31 December 2005 the outstanding amounts drawn from SBA
facilities were SDR 182.5 million (2004: SDR 285.3 million).
The stand-by facilities bear variable interest rate set by IMF which is 4.25 percent per annum as
at 31 December 2005 (31 December 2004: 3.1 percent per annum).
At 31 December 2005, balance account with IMF in amount of SDR 1,212,761,036 (equivalent
to RON 5,137,882 thousand) was revalued using the SDR exchange rate confirmed by IMF. The
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revaluation difference of RON 249,055 thousand was recorded separately in the settlement
account with IMF.

19. SDR allocations from IMF
The Bank recorded in SDR allocations a non reimbursable loan with the same interest rate as
the current account at IMF. At 31 December 2005, SDR allocations from IMF had an interest
rate of 3.03 percent per annum (31 December 2004: 2.2 percent per annum).

20. Current accounts of the State Treasury
RON thousand

State Treasury current accounts denominated
in RON
State Treasury current accounts denominated
in foreign currency
Total

Closing balance sheet
31 December 2005
1,570,029

Opening balance sheet
1 January 2005
2,457,384

2,151,462

2,596,336

3,721,491

5,053,720

The current accounts of the State Treasury bear variable market rates.

21. Accrued interest payables
RON thousand

Accrued interest payables to:
External borrowings
Minimum required reserves of credit institutions
Deposits of credit institutions
Current accounts of State Treasury
Other interest payable
Total

Closing balance sheet
31 December 2005

Opening balance sheet
1 January 2005

5,874
5,731
14,065
1,337
2,455
29,462

7,553
9,511
74,008
9,179
4,151
104,402

22. Related party transactions
The Government of Romania, through the State Treasury, maintains current accounts with the
Bank which are subject to commission starting from 1 January 2005. Furthermore, the Bank acts
as a registry agent on behalf of the State Treasury with regards to treasury bills and notes,
manages the international reserves and ensures timely servicing of Romania’s foreign public debt.
The Bank exercises influence, through Board members, over two other state institutions: the
NBR Printing House and the State Mint.
The total purchases of banknotes and coins made by the Bank made during 2005 from these two
entities amounted to RON 48,135 thousand (31 December 2004: RON 9,500 thousand). As at
31 December 2005, the Bank had no outstanding balances payable to the NBR Printing House
and the State Mint. The transactions with these two entities were carried out under normal
commercial terms and conditions.
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The Bank exercises significant influence on TransFonD S.A., an entity established in 2000 to
outsource the Bank’s settlement activities of domestic interbank operations. Starting with
8 April 2005, the national settlement interbank electronic system ReGIS came into operation
and SENT and SaFIR modules were commissioned later in the year.
TransFonD SA receives for its agent services 95 percent of the commissions cashed in by the
Bank from the domestic banks for settlement and varying percentages according to the contracts
regarding the other modules of the Electronic Payment System. The total commissions paid to
TransFonD S.A. by the Bank during 2005 amounted to RON 71,241 thousand (31 December
2004: RON 101,000 thousand). At 31 December 2005, according to the invoices issued by the
Bank, TransFonD S.A. had an outstanding amount payable of RON 225 thousand, and the Bank
had an outstanding amount payable of RON 2,285 thousand according to the invoices issued by
TransFonD S.A..

23. Special revaluation account
RON thousand

Net favourable revaluation differences
at 31 December 2004
Favourable revaluation differences
from gold, precious metals and stones
Favourable revaluation differences
from foreign currencies (revaluation at
exchange rate from balance sheet date)
Foreign currency denominated bonds
(revaluation at market value)
Total

Closing balance sheet
31 December 2005

Opening balance sheet
1 January 2005*)

773,854

2,816,868

1,081,602

-

1,075,485

-

1,017
2,931,958

2,816,868

*) At 1 January 2005 special revaluation account includes: net differences from gold, precious metals and stones
revaluation and from foreign currency assets and liabilities revaluation.

The amounts recorded in special revaluation account represent the favourable differences at
31 December 2005. Offsetting between unfavourable revaluation differences and favourable
revaluation differences related to securities, foreign currency or gold balances are not permitted.
The unfavourable revaluation differences at 31 December 2005 were recorded as an expense
(see Note 32).

24. Funds for quota in international financial institutions
At 1 September 2005 the funds for quota at IBRD, EBRD, MIGA and IFC were taken over by
the Ministry of Public Finance according to Government Ordinance No. 53/2005 regarding
certain budgeting and accounting financial measures.

25. Other funds
At 31 December 2005, the funds for quota at IMF and BIS were reclassified to “Reserves”.
At 31 December 2005, the funds for property and equipment and other funds were reclassified
to “Reserves”.
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26. Interest revenue and similar income
RON thousand

Foreign currency/ gold operations
Interest and similar income from:
Foreign securities
Foreign currency placements
Amounts in SDR
Gold deposits
Total interest income from foreign currency
and gold operations
Operations denominated in RON
Interest and similar incomes from:
Loans to credit institutions
Other income
Total interest income from operations denominated in RON
Total interest revenue and similar income

2005

2004*)

1,274,980
401,915
1,437
310

859,381
139,344
66
545

1,678,642

999,336

4,033
79
4,112
1,682,754

10,061
207
10,268
1,009,604

*) Not restated, see Note 2b

For 2005, the interest income from foreign currency securities comprises the amortisation of
discounts from acquisitions, favourable interest rate effect from sales of securities and income
from accumulated coupon.

27. Interest expenses and similar charges
RON thousand

Foreign currency operations
Interest and similar expenses from:
Foreign securities
Deposits from credit institutions and Ministry of Public Finance
Loans from International Monetary Fund
Total interest expenses from foreign currency operations
Operations denominated in RON
Interest and similar expenses from:
Term deposits from credit institutions
Minimum required reserves from credit institutions
State Treasury current account
Certificates of deposit issued by the Bank
Other expenses
Total interest expenses from operations denominated in RON
Total interest expenses and similar charges

2005

2004*

304,629
24,110
47,919
476,658

58,852
53,255
112,107

1,207,212
181,533
103,817
541,504
188
2,034,254
2,510,912

1,645,293
301,040
339,467
320,939
253
2,606,992
2,719,099

*) Not restated, see Note 2b

For 2005, interest expenses with foreign securities comprise amortisation of premium from
acquisitions and unfavourable interest rate effect from sales of securities.
During the year, similar expenses with foreign securities are included in expenses from
operations in foreign securities (see Note 31).
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28. Fee and commission income
Fee and commission income represents the commission income from settlement of interbank
operations between local credit institutions and payments to the State budget.

29. Fee and commission expense
RON thousand

2005
71,240
2,861
74,101

Fee and commission expenses denominated in RON
Fee and commission expenses denominated in foreign currency
Fee and commission expense

2004
101,186
2,115
103,301

Fee and commission expense include the commissions expenses for services received by the
Bank, including agent services provided by TransFonD S.A. – an entity created in 2000 to
outsource the Bank’s settlement activities of domestic interbank operations. TransFonD S.A.
receives for its agent services 95 percent of the commissions received by the Bank from
domestic banks (see Note 22).

30. Realised gains/losses from foreign currency operations
RON thousand

Income from foreign currency operations
Income from exchange rate differences
Dividends on Bank for International Settlements’ shares
Other income from foreign currency operations
Total income from foreign currency operations
Expenses from foreign currency operations
Expenses from exchange rate differences
Other expenses from foreign currency operations
Total expenses from foreign currency operations
Realised gains/losses from foreign currency operations

2005

2004

42,236
8,199
95
50,530

34,431
8,821
523
43,775

(423,894)
(1,545)
(425,439)
(374,909)

(42,395)
(1,239)
(43,634)
141

Income and expenses from exchange rate differences recorded during 2005 are related to
disposals of foreign currency from foreign currency position, and are calculated using the
average cost method (see Note 2i).

31. Realised gains/losses from securities operations
RON thousand

Income from securities operations
Gains from securities operations
Other incomes
Total incomes from securities operations
Expenses from securities operations
Realised gains/losses from securities operations
*)

2005

2004*

84,010
84,010
(98,586)
(14,576)

77,355
91
77,446
(212,170)
(134,724)

Not restated, see Note 2b
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Gains/losses from sales of the securities denominated in foreign currency are calculated using
the average cost method (see Note 2i). Other incomes/expenses are generated by operations in
securities denominated in RON.

32. Realised gains/losses from precious metals operations
RON thousand

Incomes from precious metals operations
Expenses from precious metals operations
Gains/losses from precious metals operations

2005

2004

126
(572)

285
(1,104)

(446)

(819)

Expenses from precious metals operations were generated by unfavourable differences between
market price and average cost at the maturity of deposits placed, storage fees paid for the gold
stock held at Bank of England (roughly 61 tonnes), and by the fees for expertise of precious
metals in the central vault.

33. Unrealised losses from revaluation differences
RON thousand

Expenses from unfavourable revaluation differences:
Revaluation of net assets denominated in EUR
Revaluation of net assets denominated in other currencies
(GBP, DKK, AUD)
Market value revaluation of securities denominated in foreign
currency
Unrealised losses from revaluation differences
*)

2005

2004*

1,262,785

-

61,482

-

215,223

-

1,539,490

-

Not restated, see Note 2b

Starting with 1 January 2005 the net revaluation losses representing the unfavourable
revaluation differences and determined at 31 December 2005 based on the average cost method
are recorded in the income statement (see Notes 2c and 2i).
Offsetting is not permitted between unfavourable revaluation differences from securities,
foreign currency or gold balances and favourable revaluation differences from securities,
foreign currency or gold balances. The favourable revaluation differences at 31 December 2005
are recorded in the special revaluation account (see Note 23).
The net revaluation differences booked at the end of the year in the income statement will not be
reversed in the next years as a result of subsequent revaluation gains.

34. Currency issue expenses
Romania’s national currency was redenominated so that 10,000 lei (ROL) – in circulation at 1 July
2005 – may be exchanged for 1 new leu (RON), the redenomination generated expenses with
printing and minting of the new banknotes and coins.
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35. Incomes/expenses from credit risk provisions
Expenses incurred on credit risk provisions during the year 2005 refer to the liability of “Dacia
Felix” Bank to the NBR, which was transferred to KOLAL B.V. Amsterdam according to
Government Emergency Ordinance No. 68/2001 regarding the settlement of receivables of the
National Bank of Romania and the Savings Bank against “Dacia Felix” Bank.

36. Currency risk
The amounts of the Bank’s assets held in RON and in foreign currencies at 31 December 2005
can be analysed as follows:
RON thousand
Cash and cash equivalents
Non-monetary gold
Other precious metals and
stones
Current account in SDR
with IMF
Monetary gold
Demand deposits placed
Term deposits placed
Foreign currency
placements
Foreign currency securities
Quota in international
financial institutions
Loans to domestic credit
institutions
Loans in litigation
Credit risk provision –
principal
Loans to employees
Property and equipment
Inventory
Equity investments
State budget receivables
Settlement accounts
Other assets
Provisions for other assets
Accrued interest
receivables
Credit risk provisions –
interest
Total assets

National Bank of Romania

RON
7,282
-

EUR
52
-

USD
13
-

SDR
-

Gold
65,763

Other
-

Total
7,347
65,763

-

-

-

-

-

14,891

14,891

-

-

-

1,678

-

-

1,678

-

4,064,267
12,628,816

2,301
6,745,480

-

5,305,039
-

83,483
2,885,974

5,305,039
4,150,051
22,260,270

-

-

817,219

-

-

-

817,219

-

23,992,207

9,997,099

-

-

-

33,989,306

-

-

-

4,576,023

-

78,822

4,654,845

16,800

-

-

-

-

-

16,800

13,209

-

-

-

-

-

13,209

(30,009)

-

-

-

-

-

(30,009)

741
228,848
5,514
2,240
26,602
220,991
19,371
(105,196)

-

(9,582)

-

-

-

741
228,848
5,514
2,240
26,602
220,991
19,371
(114,778)

9,159

487,562

101,031

-

-

18,141

613,893

(6,068)

-

-

-

-

-

(6,068)

409,484

41,170,904

17,653,561

4,577,701

5,370,802

3,081,311

72,263,763
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The amounts of the Bank’s liabilities and equity held in RON and in foreign currencies at
31 December 2005 can be analysed as follows:
RON thousand
RON

EUR

USD

SDR

Gold

Other

Total

Currency
in circulation

12,739,492

-

-

-

-

-

12,739,492

Certificates of deposit
issued by the Bank

16,492,600

Due to international
financial institutions

325,324

-

467

5,137,882

-

-

5,463,673

Sight deposit taken

-

221,134

-

-

-

-

221,134

Borrowings from banks

-

2,533

-

-

-

-

2,533

SDR allocations
from IMF

-

-

-

337,361

-

-

337,361

9,479,745

-

-

-

-

-

9,479,745

1,980

-

-

-

-

-

1,980

6,731,800

-

-

-

-

-

6,731,800

-

13,559,799

2,949,172

-

-

-

16,508,971

2,627

-

-

-

-

-

2,627

1,570,029

2,076,762

74,700

-

-

-

3,721,491

Borrowings and other
similar liabilities

2,292

-

-

-

-

-

2,292

Sundry creditors

7,454

-

-

-

-

-

7,454

Salaries and other
personnel-related
accounts

1,668

-

-

-

-

-

1,668

Current accounts
of domestic credit
institutions
Amounts withheld
at court disposition
Deposits taken from
domestic credit
institutions
Foreign currency
minimum reserves
Accounts of bankrupt
credit institutions
Current accounts
of the State Treasury

Due to State budget

4,282

-

-

-

-

-

4,282

Settlement accounts

2,440

-

-

-

-

-

2,440

Other liabilities

5,632

-

-

-

-

-

5,632

Accrued interest
payables

18,063

3,165

676

7,558

-

-

29,462

Total liabilities
and equity

47,385,425

15,863,393

3,025,015

5,482,801

-

-

71,757,101

Net assets /
(net liabilities)*

(46,975,941)

25,307,511

14,628,546

(905,100)

5,370,802

3,081,311

507,129

*)
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The amounts of Bank’s assets held in RON and in foreign currencies at 1 January 2005 can be
analysed as follows:
RON thousand
Cash and cash equivalents

RON

EUR

USD

SDR

Gold

Other

Total

4,568

36

28

-

-

-

4,633

Non monetary gold

-

-

-

-

57,742

-

57,742

Other precious metals and
stones

-

-

-

-

-

11,047

11,047

Current account in SDR
with IMF

-

-

-

1,625

-

-

1,625

Monetary gold

-

-

-

-

4,243,650

-

4,243,650

Demand deposits placed

-

886,409

2,368

-

-

110,815

999,592

Term deposits placed

-

3,651,376

3,283,408

-

-

2,006,983

8,941,767

Foreign currency
placements

-

-

747,605

-

-

-

747,605

Foreign currency
securities

-

20,645,843

11,148,747

-

-

-

31,794,590

Quota in international
financial institutions

-

-

-

4,650,449

-

242,818

4,893,267

Loan to Bank Deposit
Guarantee Fund

63,333

-

-

-

-

-

63,333

Loans to domestic credit
institutions

19,000

-

-

-

-

-

19,000

Loans in litigation

13,209

-

-

-

-

-

13,209

(32,209)

-

-

-

-

-

(32,209)

Credit risk provision –
principal
Loans to employees

910

-

-

-

-

-

910

Property and equipment

230,735

-

-

-

-

-

230,735

Inventory

4,374

-

-

-

-

-

4,374

Equity investments

2,240

-

-

-

-

-

2,240

State budget receivables

6,222

-

-

-

-

-

6,222

Other settlement accounts

191,583

-

-

-

-

-

191,583

Other assets

1,452

-

-

-

-

-

1,452

Provisions for other assets

-

-

-

-

-

-

-

Accrued interest
receivables

10,714

486,874

58,963

-

-

12,006

568,557

Credit risk provisions –
interest

(6,068)

-

-

-

-

-

(6,068)

510,063

25,670,538

15,241,119

4,652,074

4,301,392

2,383,669

52,758,855

Total assets
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The amounts of the Bank’s liabilities and equity held in RON and in foreign currencies
at 1 January 2005 can be analysed as follows:
RON thousand
RON

EUR

USD

SDR

Gold

Other

Total

Currency in circulation

8,250,883

-

-

-

-

-

8,250,883

Certificates of deposit
issued by the Bank

4,908,500

-

-

-

-

-

4,908,500

80,689

-

467

-

-

6,019,712

-

-

Due to international
financial institutions
Demand deposit taken

-

79,096

-

Term deposits taken

-

-

290,670

Borrowings from banks

-

8,246

SDR allocations from IMF

-

-

Current accounts of
domestic credit institutions

5,458,529

Amounts withheld at court
disposition

5,938,596
-

79,096
290,670

-

-

-

8,246

-

342,848

-

-

342,848

-

-

-

-

-

5,458,529

1,076

-

-

-

-

-

1,076

Deposits taken from
domestic credit institutions

11,215,200

-

-

-

-

-

11,215,200

Foreign currency minimum
reserves

-

801,434

8,595,031

-

-

9,396,465

Accounts of bankrupt credit
institutions

3,045

-

-

-

-

-

3,045

2,457,385

2,519,633

76,702

-

-

-

5,053,720

Current accounts of the
State Treasury
Borrowings, other similar
liabilities and other deposits
taken

2,002

-

-

-

-

-

2,002

Sundry creditors

4,784

-

-

-

-

-

4,784

Salaries and other
personnel-related accounts

1,006

-

-

-

-

-

1,006

Due to State budget

3,488

-

-

-

-

-

3,488

Settlement accounts

1,320

-

-

-

-

-

1,320

Other liabilities

4,224

-

-

-

-

-

4,224

91,112

1,367

3,790

8,133

-

-

104,402

32,483,201

3,409,776

8,966,660

6,289,577

-

-

51,149,214

(31,973,138)

22,260,762

6,274,459

(1,637,503)

4,301,392

2,383,669

1,609,641

Accrued interest payables
Total liabilities
and equity
Net assets /
net liabilities*
*)

represent the Bank’s equity

37. Commitments and contingencies
The Bank has outstanding guarantees issued amounting to RON 9,582 thousand at 31 December
2005. The Bank, based upon legal advice, has recorded a provision for the contingent liabilities
related to the full nominal value of the outstanding guarantees since it considered highly
probable that the Bank will have to make the payments (see note 14). Also, at 31 December
2005 the Bank has in custody promissory notes issued by the Ministry of Public Finance in
favour of EBRD amounting to EUR 1,620,000, MIGA: USD 600,510, IBRD: RON 4,065
thousand.
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38. Coverage of losses
In accordance to the legislation in place, the loss for the year 2005 will be covered as presented
hereinafter.
RON thousand

Loss for 2005 financial year
Loss cover sources:
Special revaluation account at 31 December 2005
Statutory reserves at 31 December 2005
Net loss for the year 2005

2005
(3,062,404)
773,854
1,891
(2,286,659)

The net loss for 2005 not covered by the sources presented above is carried forward according
to the law and will be covered from future profits.

39. Subsequent events
According to Law No. 312/2004, the financial statements of the Bank are prepared in
accordance with the International Accounting Standards for central banks, recognised by the
European Central Bank. Those are presented in ECB Guideline nr. 10/2002. Currently, the
European Central Bank is in process of modifying ECB Guideline No. 10/2002; the revised
version will be applicable starting with 1 January 2007. The impact of the revised ECB
Guideline No. 10/2002 on the financial statements will be determined when the relevant
modifications are available.
On 25 April 2005 at Luxembourg, the Treaty on the accession of Romania to the European
Union was signed. The estimated accession date is 1 January 2007, which will be set later. At
the accession date of Romania to the European Union, the Bank will be a member of the
European System of Central Banks, which involves both rights and obligations. The effect of
the accession of Romania to the European Union on the Bank’s financial statements will be
determined later on, when new information are available.
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ORGANISATION CHART OF THE NATIONAL BANK
Audit Committee

BOARD

OF

GOVERNOR
Monetary Policy Committee
DEPUTY GOVERNOR
Cristian Popa
MONETARY POLICY DEPARTMENT
Director Teodor Buftea
Deputy Director Dorina Florenţa Antohi

—Monetary Analysis Division
Ioana Maria Udrea

—Monetary Forecasting Division
Elena Alinta Neamţu

Supervisory Committee
FIRST DEPUTY GOVERNOR
Florin Georgescu
REGULATION AND LICENSING DEPARTMENT
Director Veronica Răducănescu
Deputy Director Emilian Ionică Antonescu

—Payment Systems Monitoring, Licensing and Regulation Division
Constantin Răzvan Cătălin Vartolomei

—Banking Supervision Division
Oana Bălănescu

—Licensing Division
RESEARCH AND PUBLICATIONS DEPARTMENT
Director Surica Rosentuler

Ana Cengher

—Foreign Exchange and Accounting Regulation Division
Vasile Holobiuc

—Research Division
Wilhelm Salater

—Publications Division
Aurora Petrean

—Documentation and Library Division
Ion Soare

SUPERVISION DEPARTMENT
Director Nicolae Cinteză
Deputy Director Ioan Adrian Cosmescu

—Inspection Division I
Bogdan Viorel Marin

EUROPEAN INTEGRATION AND INTERNATIONAL RELATIONS DEPT.
Director Adriana Daniela Marinescu

—European Integration Division
Gabriela Mihailovici

—International Relations Division
Niculina Brebenel

MACROECONOMIC MODELLING AND FORECASTING DEPT.
Director Cezar Boţel

—Financial and Monetary Modelling Division
Horia Braun Erdei

—Macroeconomic Forecasting Division
Anca Adriana Gălăţescu

—Inspection Division II
Lucreţia Niculina Păunescu

—Inspection Division III
Elena Georgescu

—Banking System Assessment, Methodology and Supervision
Procedures Division
Sanda Nicolau

ISSUE, TREASURY AND CASH MANAGEMENT DEPARTMENT
Director Ionel Niţu
Deputy Director Petru Horia Ozarchevici

—Issue Division
Pilat Dumitru Silviu Neacşu

—Cash Management Division
Gheorghiţa Opincaru

—Central Vault Division
Adriana Elena Răducan

ACCOUNTING DEPARTMENT
Director Iulia Stanciu

—Operational Accounting Division
Gabriela Mateescu

—Internal Management Accounting Division
Emilia Mihăilă

—Internal Accounting Norms and Preventive Financial Control Division
Dan Chiţă

Training programme for young professionals

Note: Colour patterns show the
departments' co-ordination
BRANCHES
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DIRECTORS
Mugur Isărescu
Foreign Reserve Management Committee
DEPUTY GOVERNOR
Eugen Dijmărescu
FINANCIAL STABILITY DEPARTMENT
Director Ion Drăgulin
Deputy Director Cristian Costinel Bichi

PAYMENTS DEPARTMENT
Director Sabin Carantină
Deputy Director Mirela Gabriela Palade
—Back Office Division
Simona Şerbănescu

—ReGIS Management Division
Monica Constantiniu

—Financial Institutions Division
Rodica Popa

—Financial Instruments Depository and Settlement Division
Claudia Butac

—Financial Markets and Infrastructure Division

—Financial Messages Processing Division
Stere Paris

—Macroprudential Risk Division
Florian Alexandru Neagu

—Banking Risk Division
Adriana Neagoe

MARKET OPERATIONS DEPARTMENT
Director Lia Rodica Tase
Deputy Director Şerban Matei

—Monetary Policy Operations Division
Nicolae Eduard Simion

—State Treasury Operations Division
Mihail Orbonaş

—Foreign Reserve Management Division
Cristian George Muntean

SECRETARIAT
Director Iuliu Iacobescu
Deputy Director Romulus Palade
—Board Secretariat Division
Emil Tiberiu Vonvea

—Secretariat and Branches Coordination Division
Cornelia Mariana Chirindel

—Protocol Division
Dumitru Răţoiu

—Archives and Museum Division
Mihaela Tone

—Public Information Division
—Press Relations Division
Mugur Gabriel Şteţ

STATISTICS DEPARTMENT
Director Marian Laurenţiu Mustăreaţă
Deputy Director Constantin Chirca

—Monetary and Financial Statistics Division
Camelia Neagu

—Balance of Payments Division
Virgil Barbu Ştefănescu

HUMAN RESOURCES DEPARTMENT
Director Cristian Păunescu
Deputy Director Anna Prodescu
—Human Resources Management Division
Gabriela Florica Arieşan

—Professional Training Division
Gabriela Magdalena Ursoiu

—Direct Statistical Reports Division
Emil Vasile

—Statistical Data Processing Division
Anica Lepădatu

IT DEPARTMENT
Director Ovidiu Dragomir
Deputy Director Tiberiu Pârvulescu

—IT Systems Division

INTERNAL AUDIT DEPARTMENT
Director Ion Păduraru
Deputy Director Bogdan Mădălin Mihai
—General Audit Division
Ioan Muntean

—Methodology Division
Elena Vasile

—IT Audit Division
Dan Marinescu

Simona Chiochiu

—Network Administration Division
Dragoş Alexandru Manea

LEGAL DEPARTMENT
Director Ianfred Silberstein
Deputy Director Alis Arminda Avramescu
—Legal Documentation and Advisory Opinion Division
Rodica Sîrbu

—Contract Assistance, Mediation of Disputes and Disputed Claims Div.
Maria Ponepal

NBR Security Section
Head of sectionTraian Pometcu

—Prevention and Crises Management Division
Mihai Raicea

—Access Control, Guard and Intervention Division
Ioan Ipcar

LOGISTICS DEPARTMENT
Director Dan Spiridon Florescu
Deputy Director Mihai Dăscălescu
—Endowment and Streamlining Division
Mihai Dincă

—Acquisition and Procurement Division
Ghica Sasu

—Transport Division
Dumitru Iordan

Training and events centers

—Logistics Division
Cătălin Alexandru Barbu

—Running Repair and Maintenance Division
Bogdan Ion Cazacu
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BANKS IN ROMANIA*

No.

BANK

HEAD OFFICE

LEGAL
STATUS

CAPITAL
TYPE

LICENSING
DATE

BANCA NAŢIONALĂ A
ROMÂNIEI

Bucureşti, Str. Lipscani
nr. 25, sector 3

central bank of
Romania

state-owned
capital

1880

joint stock
company

majority domestic
private capital

1990

joint stock
company

majority foreign
capital

1990

I

BANKS - ROMANIAN LEGAL ENTITIES
Bucureşti,
Bd. Regina Elisabeta
nr. 5, sector 3
Bucureşti, Piaţa Charles de Gaulle
nr. 15, et. 4,5,6,7 şi 8, sector 1

1

Banca Comercială Română

2

Raiffeisen Bank

3

Casa de Economii şi
Consemnaţiuni (CEC)

Bucureşti, Calea Victoriei
nr. 13, sector 3

joint stock
company

state-owned
capital

1949

4

BRD - Groupe Société
Générale

Bucureşti, Bd. Ion Mihalache
nr. 1-7, sector 1

joint stock
company

majority foreign
capital

1990

5

Banca Comercială "Ion
Ţiriac"

Bucureşti, Str. Nerva Traian
nr. 3, bl. M101, sector 3

joint stock
company

majority foreign
capital

1991

6

Bancpost

Bucureşti, Calea Vitan nr. 6, 6A, Tronson
B şi C, et. 3-7, sector 3, Bd. Libertăţii nr.
18, bl. 104, nr. 20, bl. 103, sector 5

joint stock
company

majority foreign
capital

1991

7

ABN AMRO Bank
(România)

Bucureşti, Piaţa Montreal nr.10,
World Trade Center,
unit. 2.23, sector 1

joint stock
company

majority foreign
capital

1995

8

Banca de Export-Import a
României (EXIMBANK)

Bucureşti, Spl. Independenţei
nr. 15, sector 5

joint stock
company

majority stateowned capital

1992

9

Citibank România

joint stock
company

majority foreign
capital

1996

10

Alpha Bank România

joint stock
company

majority foreign
capital

1994

11

Banca Transilvania

Cluj-Napoca,
Str. George Bariţiu nr. 8

joint stock
company

majority domestic
private capital

1994

12

Finansbank (România)

Bucureşti, Splaiul Unirii
nr. 12, bl. B6, sector 4

joint stock
company

majority foreign
capital

1993

13

OTP Bank România

Bucureşti, Str. Buzeşti
nr. 66-68, sector 1

joint stock
company

majority foreign
capital

1995

14

Banca Daewoo (România)

Bucureşti,
Bd. Unirii nr. 55, bl. E4a, tronson I,
sector 3

joint stock
company

majority domestic
private capital

1997

15

Banca pentru Mică Industrie
şi Liberă Iniţiativă
(MINDBANK)

Bucureşti, Calea Griviţei
nr. 24, sector 1

joint stock
company

majority domestic
private capital

1990

16

Banca Românească (member
of National Bank of Greece
Group)

Bucureşti, Bd. Unirii
nr. 35, bl. A3, sector 3

joint stock
company

majority foreign
capital

1993

17

ROMEXTERRA Bank

Târgu Mureş,
Bd. 1 Decembrie 1918, nr. 93

joint stock
company

majority domestic
private capital

1994

18

Piraeus Bank România

Bucureşti, Bd. Carol I
nr. 34-36, et. VI, sector 2

joint stock
company

majority foreign
capital

1995

Bucureşti,
Bd. Iancu de Hunedoara
nr. 8, sector 1
Bucureşti, Calea Dorobanţilor
nr. 237 B, sector 1

* as of 31 December 2005
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- continued -

BANK

HEAD OFFICE

LEGAL
STATUS

CAPITAL
TYPE

LICENSING
DATE

19

Banca Comercială
SANPAOLO IMI BANK
(România)

Arad, Str. Revoluţiei
nr. 88

joint stock
company

majority foreign
capital

1996

20

LIBRA BANK

Bucureşti, Str. Dr. Grigore Mora
nr. 11, sector 1

joint stock
company

majority domestic
private capital

1996

21

UniCredit România

Bucureşti, Splaiul Unirii
nr. 16, sector 4

joint stock
company

majority foreign
capital

1997

22

Emporiki Bank (România)

Bucureşti, Str. Berzei
nr. 19, sector 1

joint stock
company

majority foreign
capital

1996

23

HVB Bank România

Bucureşti, Piaţa Charles de Gaulle
nr. 15, parter, et. 1,2 şi 3, sector 1

joint stock
company

majority foreign
capital

1998

24

Romanian
International Bank

Bucureşti, Bd. Unirii
nr. 68, bl. K2, sector 3

joint stock
company

majority foreign
capital

1998

25

Egnatia Bank
(România)

Bucureşti,
Str. General Constantin
Budişteanu nr. 28C, parter+et.1, sector 1

joint stock
company

majority foreign
capital

1998

26

Banca Comercială Carpatica

Sibiu, Str. Autogării
nr. 1

joint stock
company

majority
domestic private
capital

1999

27

Volksbank (România)

Bucureşti, Şos. Mihai Bravu
nr. 171, sector 2

joint stock
company

majority foreign
capital

2000

28

Eurom Bank

Bucureşti, Bd. Aviatorilor
nr. 45, sector 1

joint stock
company

majority foreign
capital

1991

29

ProCredit Bank

Bucureşti, Str. Buzeşti
nr. 62-64, et.1 şi 2, sector 1

joint stock
company

majority foreign
capital

2002

30

Nova Bank

Bucureşti, Bd. Dimitrie Cantemir
nr. 2, bl. P3, tronson II, sector 4

joint stock
company

majority foreign
capital

1996

31

Raiffeisen Banca pentru
Locuinţe

Bucureşti, Str. Nicolae Caramfil
nr. 79, sector 1

joint stock
company

majority foreign
capital

2004

32

PORSCHE BANK
(România)

Voluntari, Şos. Pipera-Tunari
nr. 2, clădirea Porsche, parter,
et. 1 şi 2, judeţul Ilfov

joint stock
company

majority foreign
capital

2004

Bucureşti, Str. Dr. Grigore Mora
nr. 37, sector 1

joint stock
company

majority foreign
capital

1998

No.

33 HVB Banca pentru Locuinţe
II

BANKS - FOREIGN LEGAL ENTITIES

1

ING Bank NV

Bucureşti, Şos. Kiseleff
nr. 11-13, sector 1

branch

1994

2

MISR Romanian Bank

Bucureşti, Bd. Unirii
nr. 66, bl. K3, sector 3

branch

1987

3

Anglo-Romanian Bank Ltd.

Bucureşti, Bd. Carol I
nr. 34-36, sector 2

branch

1979

4

Banca Italo-Romena SpA

Bucureşti, Bd. Dimitrie Cantemir
nr. 1, bl. B2, sc. 2, parter şi mezanin,
sector 4

branch

1996

5

GarantiBank International
N.V.

Bucureşti, Str. Paris
nr. 30, sector 1

branch

1998

6

Banca di Roma SpA

Bucureşti, Intrarea Murmurului
nr. 2-4, sector 1

branch

2000
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National Bank of Romania publications
as of 31 December 2005
1. Annual Report
2. Annual report on Balance of Payments and International
Investment Position of Romania
3. Inflation Report
4. Monthly Bulletin
5. Business Survey
6. National Accounts
7. Working Papers
8. Restitutio
9. Occasional Papers
10. “Cristian Popişteanu” Banking History and Civilisation Symposium

Main papers submitted to Parliament
by the NBR in 2005
1. Annual Report for 2004
2. Monthly Bulletins for 2005
3. Annual Report on Balance of Payments and International Investment
Position of Romania for 2004
4. Inflation Report for 2005
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