Summary of the Ph.D. Thesis

Trends and Mutations in the Structure 

of the Romanian Financial Markets

The importance of the scientific approach consists in the fact that it applies to the financial market field which has major evolutive theoretical significances and practical implications, as a result of the complex relationships between attributing the available resources and using, in an efficient and optimal way, the capital demand in an economy. The existence and especially the development level of the financial market have become both a criterion and a condition, a standard of the evolution and development level of the functional market economy for the Romanian economy too.

In a context where the financial markets are integrated and globalized in an accelerated rhythm, there appear new possibilities of placing the available resources and at the same time new opportunities to access financial markets. No matter the schools which lay at the basis of the classification of financial markets, it is obvious that, wherever in the world, we are witnessing a tendency of dissolving the borders between different types of financial markets. The restriction liberalization and the abandonment of traditional division or of standardizing the market institutions, together with the more accurate regulations of financial operations, are inexorable processes which have become priorities in many countries of the world. Among the reasons which constitute the basis of these mutations, there is the pressure exercised at a global level by the competitivity brought by the internationalization of financial markets, by the development of electronic informatics and payment technologies, as well as by the mobility of the financial flows, within a new world financial architecture.

Practically, for the approached topic it is necessary to perform an X ray of the national financial markets, the monetary market, the currency and the capital market in order to reveal the main problems they are facing, the structure, their evolution and trends within the context of both world and regional challenges, such as the integration into the unique market of the European Union. 

The capital flows, the financial instruments and the even more complex operation systems, the quality of intermediation, financial supervision and of the actors involved in this sophisticated game, they all come together to support the development of real economy and for the benefit of the market participants.  

Moreover, the financial markets have become, in the last few decades, the referees and the judges of national and international economies. Actually, these markets are very attentive to everything: internal macroeconomic performance has effects on the monetary market; the governmental policies are assessed on the state bond markets, and the performance of the private companies and of the domains they belong to are often judged on the stock exchange markets through transactions with shares and securities. 

The developing or transition economies have consistently appealed to the capital markets in order to finance their balance sheets, or to accelerate the development of production capacities. This fact has also supposed a reform process for the financial system, which implies adapting to investors’ exigencies, adopting some standards which are in accordance both with the domestic force and the integration requirements in a larger regional and international context.  

The Romanian capital market is part, at its turn, of an evolutive process, surpassing the system emergence phase, but remaining in searching and partial consolidation, sometimes painful, naturally following its own pace of the internal economy and aiming at a status of fine instrument, of development barometer, which the present level of operations cannot render. 

As the Romanian economy surpassed the emergent market economy phase and got closer to the functional market economy phase, the expectations referring to the result of involving the capital market into the economy functioning mechanism are coming on new coordinates. The fast and low-priced mobility of the capitals for large projects becomes the major function of our capital market. In this new phase, the capital market has to play a decisive role in financing the Romanian market, through a mobilization of domestic economies and a lasting base attraction of the foreign capitals. Once this goal reached, one can appreciate that the capital market entered its maturity phase.
The first chapter – The monetary market, a major part of the financial market system in Romania – starts by presenting the main approaches referring to credit and interest. 

The outlooks on credit appeared and developed closely connected to the monetary theories. Among these, more significant are: the naturalist theory on credit, the expansionist theory or outlook, the regulated credit theory.

The naturalist theory appeared in the free competitiveness capitalist period, being represented, among others, by Adam Smith and David Ricardo. These considered the credit only a means to transmit goods from one owner to another.

Adam Smith presumes that the real objective of the credit, even of that granted in currency, are material goods that can be obtained with borrowed money.

In this way, the loan capital is identified to the productive one, whence the conclusion drawn by Adam Smith about the identical movement of these two forms of capital, as borrowed money are productive money, the interest as part of the new created value is moving at t he same time with the profit rate.

The expansionist theory rises from the English economist John Low’s researches. According to the English economist, “the credit is currency” and that is why, with its help, the necessary means to set going the unused economic forces can be created. There can be identified in Low’s consideration the implications of the money theory as a technical instrument of exchange, identifying in a wrong way the credit with the currency and the currency with the capital.

In fact, between the loans granted by the real resources owners, effectively available, and the loans granted by the payment means possessors, there is an important distinction, in the first case, the credit performs the function of redistribution of the preexistent capitals resulted from the preceding accumulation of a part from the new created value, while in the second case it exercises the emission of payment means function. The supplementary payment means become at their time investment forms for the real capital only to the extent in which in the economy there is a certain supplementary capital created as new value and eluded from the consumption, that is cumulated.

Due to the fact that presently the banking capital interweaves with the industrial one, banks becoming from simple mediators of the credit, federal financial institutions, certain contemporary economists foresee a credit economy in which payments would be carried out exclusively by credit instruments set up by the banks.

The regulated credit theory has its origin in J. M. Keynes’s consideration, who, as a rule, predicted the solvent demand increase throughout credits and budgetary expenses, and in this way the manufacturing and investments stimulation. The credit regulated by the public authority, and not the one resulted from the spontaneous game of the loan capital demand and offer is conceived by Keynes as a market economy stabilization instrument, when the auto-adjustment mechanisms do not work efficiently anymore. Keynes’ concepts had been taken over and developed by many other economists, more representatives being Slichter and Hansen.  

The Keynesist ideas as far as credit is concerned, in addition to the other components of the state interventionist outlook, had been put to practice by numerous governments which endeavored to fight against the collapse through the cheap money policy. The results had often been disappointing, such a policy generating inflation without realizing the anticipated economic growth. That’s why, numerous economists oriented themselves towards the monetarist outlook, and others started to doubt by the very capacity of the economic theory to offer viable solutions to the more and more difficult issues to which the contemporary economy is confronted. 

From the studied literature, we have concluded that the credit market is the one that mobilizes and redistributes the available money funds, and turns to good account these resources, realizes the financial connection between the creditor and the debtor and the commercial connection between the seller and the buyer, and fluidizes, this way, the economic system, which confers to the credit an important role in realizing the economic stability.  

Further on we’ve analyzed the main theories regarding the interest – Irving Fisher considers that the dynamics of the interest is determined by the interaction between the impatience if those having high incomes, more or less anxious to waste them as fast as possible or to hoard up under the form of available capital, on one hand, and the situation that the eventual profits generate, on the other hand. This theory doesn’t explain the rate of interest level, but the way it is formed the available capital offer in the context of some contradictory interests – that of spending or saving - , of the incomes owners.

  The available funds theory for crediting represents an extension of the studies previous to Fisher’s theory, by which it is made a differentiation between the different sources and uses of funds inside the economy. The main idea is that the rate of interest is determined by the crediting funds offer, so that as available crediting funds increases, the relative demand decreases and in accordance with it, the rates of interest also decrease.

Generally speaking, this idea makes sense, but, in fact, the different sectors of the economy react differently to the fund offer fluctuations.

Keynes extended considerably the role of the interest that considered an efficient way to regulate the economic ratios. The liquidity preferential Keynesist theory treats in different manners the money demand and offer in the framework of the economy. It’s getting started from the premise that the central bank controls the money offer and that is fixed.

As both the available crediting funds theory (Fisher) and the Keynesist theory try to explain the changes that interfere in the interest rate general level, they are compatible only if they are considered as dealing with the issue on the basis of some different time periods.

Further on, we have considered necessary and useful the presentation of the Eurocurrencies market, from the point of view of the factors that induced the issue of the Eurocurrencies, of the main reasons that are based on Eurocurrencies operations, the main financial instruments used on the national monetary markets and Euromarkets.

At present, the great majority of the experts sustain that loans in an important currency are performed on the Euromarket and not on the national monetary markets. The resources of the Eurocurrencies market are based on investments carried out by international investors. The most important segment of the Euromarket is the Eurobonds market. The financial instruments used on the Euromarkets are the deposit Euro-certificates (DEC), the commercial Euro-effects (CEF), the Euro-notes (EN). Before presenting them, we present the financial instruments used on the national monetary markets. 

A special place in the economy of this chapter was dedicated to the money market of our country.

Acting as a true banking system pillar, National Bank of Romania (BNR) was involved in establishing new regulations, suitable to the new conditions of the market economy, of the multi-stratified system and the international combination of circumstances. The banking system faced a series of fundamental changes, due to the failure of several credit institutions, insufficient prudential supervision and changing ownership.

In 1992, NBR (BNR) regained the specific competence of a Central Bank of Romania – note issuing, so that it became an independent institution that aimed at maintaining the stability of the national economy, by means of intervention on the money and foreign exchange markets and prudential supervision, using its specific tools.

      The success of the monetary policy regarding the inflation process reduction and the beginning of a period of stability was pointed out by the introduction of the new leu, with 4 zeros less then the old one, on the 1st of July 2005. The Romanian denomination process is not unique in Central and Eastern Europe; it has been tried before also by Croatia, Bulgaria, Poland, Russia, Turkey, and Ukraine. The leu denomination had the role of granting to the national currency an image corresponding to its face value, and also the role of consolidating the people’s trust in their own national currency and accustoming them to prices similar to those of the European Union, in anticipation of adopting the euro in 2012. 

      Joining the European Union meant also that Romania had to comply with the NBR (BNR) ‘s  commitment to implement the stipulations of the New Basel Capital Accord, which had the role to ensuring a more flexible framework for establishing the capital requirements, making the risk profile of credit institutions more suitable, creating the premises for establishing the financial sector by consolidating the solvency strategies and macroeconomic outlook regarding supervision and the development of a risk management system. 

      Also, after joining the European Union, the monetary statistic underwent significant changes due to NBR (BNR) adopting, in January, the European Central Bank System standards, entailed fundamental changes in meaning and shape of the monetary situation, the most significant concerned the monetary aggregate definitions and their counter trades, but also the definitions of the economic sectors involved in preparing these statistic situations. Adopting the ECB methodology means the reconciliation of NBR’s practices with the European ones.

      Chapter II – The place and the role of the foreign exchange market in the financial market system - sets up the main trends which influenced at a national level the foreign exchange market. Thus, this chapter begins with the presentation of the main points of view regarding the exchange rate, the most influent factors of spot and forward exchange rates, for a better understanding of the recent developments – deeply rooted in traditions – both in practice and theory issued in relation to the foreign exchange market.

      The types of operations used on the foreign exchange market are numerous. In this chapter we presented the most used and well-known spot and forward exchange rate operations.

      We then move forward to the presentation and analysis of the foreign exchange market of Romania, the process of development of the foreign exchange market from 1990 until now.

      The process of establishing and development of the foreign exchange market was initiated, regulated and supervised by the NBR (BNR), according to its role of a central bank. NBR (BNR) has the competence to authorize the market agents, respectively commercial banks, which act as financial intermediary for economic agents, and exchange offices, which are used by the population.

      NBR (BNR) aimed at creating a fully functional foreign exchange market, by using two major initiatives: the free access on the market by giving the dealer license a second time to authorized commercial banks; exchange rate liberalization (managed floating).

      In conclusion, in the context of the predictable extension of uncertainties on the international financial market, we expect the leu exchange rate behavior on a short term to be marked by possible attitude changes of financial investors towards the Romanian financial market. This attitude will continue to be strongly influenced by eventual repeated tensioned episodes on the external money markets, but also by its increased sensitivity towards the evolution and outlook of the internal economic fundamental elements.

      Thus, the foreign exchange market evolution can’t be dissociated from the macroeconomic general context, as a series of factors have a strong influence over the main market agents: the performance of the economic sector, the evolution of money demand and supply, the interest differential and last, but not least, the inflation expectations due to psychological factors.  

      Chapter III – Structural mutations in the capital market from Romania - analyses the premises of capital market appearance in Romania. This is constituted as the synthesis of chronological evolution of events related to the establishment and organization of capital market after the change of political regime in 1989.

The premises of capital market appearance in Romania were created together with the promulgation of Law no. 31/1990 regarding commercial companies, which insured the legal necessary environment for the setting up and development of companies based on shares, and it also established a clear environment for the main products used on the capital market: shares and bonds. According to this law, commercial companies based on shares could resort to public savings to start or to increase social capital (first capital takeovers from the population were made by banks). So, 1990 can be defined as the appearance moment of primary capital market.

In 1994, Law no.52 was adopted and was referring to real-estate values and stock exchanges, which created conditions for the appearance of new institutions on the market: The National Commission of Real-Estate Values by transforming The Agency of Real-Estate Values from Bucharest, storehouse and register companies, professional associations with a statue of auto-regulation organisms, that led to the appearance of new secondary markets of transaction, others besides stock exchange ones etc.

The year 1996 marked the end of mass privatization, when extra – stock exchange market was constitute from the need to offer organized institutional environment for transitioning a very big number of shares (belonging to over 5000 commercial companies), having a large public spread (over 16 millions shareholders). This is why an NASDAQ market was created, entitled Romanian Association of Securities Dealers Automated Quotations (RASDAQ), whose electronic system of transitioning uses an adopted version of NASDAQ-PORTAL program. The market was officially opened for operation on September 27-1996, it started functioning on October 25 – 1996, and on the first day of transitioning – November 1st 1996, there were unrolled operations with shares from three companies.

Adopting Law no. 297/2004 concerning capital market was a decisive moment for the future of capital market in Romania, from the perspective of Romanian integration in UE, regarding the consolidation of existing legislation at that moment in the capital market domain and adopting it to the communitarian legislation stipulations. Law no 297/2004 insures the development of legislative environment necessary to create new institutions, the access of capital market intermediaries from Romania on the unique European market, as well as creating a viable capital market which allows the transaction of some modern financial instruments. At the same time, the law includes stipulations regarding the setting of an investor’s compensation fund with the purpose of indemnifying investors if an intermediary or an investment administration company is incapable of paying, setting up market operators, of central sharehouse, of central counterpart. This way it is assured a unitary approach of applicable rules to the establishment and function of these entities, from the perspective of obtaining the European passport, after the Romanian integration in UE and are transposed a series of directives incident on the capital market issued by the European Commission between 1993 and 2003.

Completing and harmonizing the specific legislative environment perfected instruments that regulators dispose of for a more efficient monitoring of regulated entities, with the purpose of insuring transparency and good functioning of the capital market, but despite all these, we consider that for improving efficient surveillance on the Romanian capital market, a series of measures must be taken in order to increase investors confidence and protection against unfair, abusive and fraudulent practices, as well as preventing capital market manipulation. These concern few directions, like: supervising regulated entities, where in our opinion, CNVM should develop and improve informatics systems with the purpose of rapid takeover and analyze of data that are being periodically delivered by regulated entities, as well as standardizing data on types of rapports transmitted electronically; supervising transactions with financial tools which have at their base the monitoring in real time of operations with financial tools unrolled on regulated markets, with the purpose of identifying abnormal situations, as well as market abuse; and last but not least control. 

On institutional level, we consider that Romanian capital market in 2008 will certainly look different as compared to its actual architecture. The unification of intern stock exchange market has already begun, and steps in this direction will contribute to the increase of quality standards and quantity indicators at a level that will assure us a place among European regulated markets. A more liquid and efficient stock exchange market will allow BVB to increase its presence among profile international organizations and to maintain tighter contacts with other European stock exchange markets. Integration in the European Union will have multiple effects, which will also influence the evolution of capital market in Romania, directly and indirectly. Direct effects, will primarily refer to the institutional and regulation environment that Romanian capital market must develop in order to be compatible to similar structures from European Union countries. Adopting a new law concerning capital market from Romania, starting modifying processes of juridical organization form of Bucharest Stock Exchange, of constituting the Central Storehouse, founding the Compensation Fund of Investors or the merger BVB-BER are only few elements that can be considered direct effects of integration process. Indirect effects on capital market will be related to the modifications that integration process will generate to the entire Romanian economy. The stability of macroeconomic environment, reduced inflation, smaller interests are elements which should become characteristic in Romania as a member of the European Union. And these factors will determine, on the other hand, local companies to seek to develop their businesses and to look for financing sources beyond their own resources or those borrowed from banks, capital market will, this way, offer a variant, and on the other hand, available financial funds on the financial market from Romania will look for complementary placing modalities.

Considered by many specialists as being ‘the first necessary step in developing capital market and attracting foreign capital’, implementing to all issuers the principles of cooperative governance is a major objective to which Romanian stock exchange tends for. Extensive implementation of cooperative governance principles and adopting cooperative governance code by 50% of listed issuers on the Stock Cote was the precise adopted objective of the capital market Forum two years ago. As to the accomplishment of this objective, it was proposed the founding of an institute of cooperative governance under the aegis of stock exchange market and, also, promoting through different other means the principles and standards of cooperative governance. BVB officially launched, in June 2005, The Institute of Cooperative Governance, which intends to be a school for the managers of Romanian commercial companies. Furthermore, for accomplishing this objective an annual award was instituted ( ‘Corporate Governance Award’) given by this institute to the issuers who respect principles and standards of cooperative governance and a stock exchange index was founded( Corporate Governance Index) which reflects the evolution  of listed companies that have implemented mentioned standards.

Chapter IV- Tendencies in the evolution of capital market in Romania structure present architecture, as a connection between tradition and perspective. The huge importance that today’s stock exchange market has for Romanian economy determines us to take a more profound analysis, starting in our attempt, from immemorial periods, of the Romanian stock exchange institution appearance and development. Based on a rich tradition, which dates back before 1881, Romanian stock exchange institution reappears, develops and tries to integrate European and globally, after 50 years of absence. So, an extensive understanding of the present comes from the historical appearance of Romanian stock exchange institution. This constitutes the reason why I considered adequate for this chapter to contain the history of Romanian stock exchange appearance.

A special place in the economy of this chapter was given to the Romanian stock exchange market, concerning development strategies of Romanian stock market, some proposals regarding the improvement of transactional environment and of transactions typologies, afterwards, to stress regulation efficiency and surveillance on Romanian stock market.

The main changes, that Romanian stock market should make, especially the stock exchange, have according to us a quality aspect and refer primarily to the continuing improvement of stock market transparency and efficiency, and in order to create premises for a healthy market growth is necessary that investors can make investment decisions based on complete and prompt information, which allow them to analyze and evaluate risks that financial placements in titles listed on Stock Cote have. Adopting a transparent attitude and respecting information exigencies imposed by the statute of public held society of issuing companies listed on the stock, also represent a condition of developing stock environment. Also, we consider that BVB will have to pursue the creation of a modern and flexible infrastructure on which the stock market should base itself. Although,  the electronic system of transaction imported, that meant the physical presence of brokers in the Stock Exchange, was gradually replaced by transaction from a distance and afterwards to an electronic platform entirely developed by BVB specialists, we consider that the challenges of MiFID introduction, regarding electronic transaction  are meant to increase competition among European operators, and in the same context the modest position held by the Bucharest stock among European stocks is going to be an uncertain one.

One of the necessary conditions to consolidate and sustain the process of economic growth is also related to the companies’ access to non-banking financial resources for their own development projects. That is why the development strategy of stock market in Romania must aim at sustaining a good function of necessary circuits so that the financial resources available on capital market should be efficiently directed to productive areas of the economy.

The main directions in which we consider that BVB should act in the following years should seek to create optimum conditions of manifesting order and offer of financial tools and  stimulate the presence on stock market of factors that give substance to any stock: issuers, investors and financial tools; also this should seek the increase of stock market transparency, supporting principles of cooperative governance, diversifying the range of financial tools present on the stock and adopting a structure of adequate costs.

Correspondent juridical rapports of the capital market, seen both dynamically and statically, benefit from a special system of regulation. Special laws, having as regulation objective strictly the system of organization and functioning and capital market dynamic, have priority on application. In this sphere are included both primary legislation of capital market ( laws or other normative acts having law powers), as well as secondary legislation, respectively regulation norms based on legislative delegation of the regulation and surveillance authority (CNVM) and norms issued by organisms with auto regulation power, authorized in this way by CNVM. Common law, respectively the Law of Commercial Companies, the other commercial laws, civil laws, civil procedure, administrative contentious etc. are applied completing these special regulations.

The end of the first year with Romania as a member of the European Union finds The Bucharest Stock Exchange (BVB) on a superior development level both in quantity as well as quality terms. Last year, it brought, on one hand, more transactions, daily bigger values and increases of stock indexes, and on the other hand, a diversified and improved offer of stock products and tools.

In 2007 all quantity indicators of BVB significantly increased as compared to the year before integration, and during this year, BVB has got close to the objective of becoming a referential regional market through information promotion, which has permanently stimulated foreign and local investors. Decreasing the distance toward big European markets, BVB consolidated its position as a main local stock market and let to foresee the perspective to gain access in the chart of regional stocks.

In 2007, The Stock Exchange got involved in the process of developing new financial tools which would help it maintain in the investment centre of attention. The position of regional leader, owned by the local stock institution in the inter-war period, is an objective pursuit with determination since resuming its activity in December 1995. Every new year gets BVB closer to a very ambitious objective. If in 2006 the average value of daily shares transaction was a little over 11 million euros, last year, the same indicators outrun 16, 5 million euros. Regulated market along with the second stock sector, administrated by BVB, Rasdaq Market, accumulated an average value of daily transaction of over 21 million euros, compared to 12,4 million euros a year ago. The 70% growth is as important as record transaction levels were maintained and during sessions from the period in which extern, international and regional markets have been affected by the real-estate crisis in USA. Foreign investors maintained their confidence in the potential of Romanian titles and did not amplify the shock wave propagated in Bucharest.

The maximum historic of BET index, that reflects the most liquid ten companies on the regulated market of BVB, was registered in July: 10 813,59 points. In 2007, December at December, BET growth, was of 20% (euros) and 22% (lei-RON).

An objective seen with skepticism by some observers of the market became a reality: stock capitalization outran 30 million euros - in 2007 with more than 15% as compared to 2006 (25%- dollars and 17%-lei). The record level of 32 million euros, on July 24, was also possible because of the strong straightening of the national currency during June-August interval. It is interesting that the level of 100 billion lei was not attained. Although in the numerous sessions overcoming this imaginary barrier seemed imminent.

The biggest cumulated value of companies, corresponding to the price in lei of shares, was: 99 970 894 626 lei.

The jump of transactions total value (in euros), with almost 505 on the regulated market, respectively 435% on Rasdaq Market, was also reflected by the special interest of investors. The number of those who made operations on the stock Bucharest market outrun 90 000 Romanian and foreign investors, with more than 25% in 2006.

In 2007 the offer of financial tools and products enriched itself.

BET, BET C and BET FI indexes were renewed. Through adopted methodology, the flexibility of these referential stock indexes increased. The purpose was to create indicative tools with an increased accuracy of reflecting the evolution of the market. This way, BVB offers the possibility of using this tool for benchmark or even for developing structural products. The first application from BVB built on new indexes was constitute by the derivates market, launched in September along with the first futures contract on BET index. Futures contracts on BET FI followed, and in a short period of time, contracts that have as an active support the shares of the most liquid issuers on the regulated market.

The figures could have been much more spectacular if the evolution of the national currency had persisted at the same increase level as the one in the summer. The leu underwent a decrease, the annual depreciation being of 6.75%.

As much significant was the increase of BVB quantity indicators, the loss generated by devaluation was compensated through strong increases of the shares price. Today, the main Romanian stock market, BVB, faithfully, reflects capital movements on a global financial market. The reaction speed of BVB index to the evolutions form extern markets is more rapid that prices changes in any economic sector connected to international quotations ( as it is, for example, the energetic sector in which full producers from Romania are, all, private companies). This fact has an explanation not only in the increase of foreign capital compared to 2006, but also to the reaction of the local one, very sensitive to extern conjuncture.      

Excepting the last two months when the buyers were mostly from Romanian (following the public offer of Transgas), the residents and non-residents were almost equally present on the market for the rest of the year. 
Two observations tried to arrest the stock exchange performance in 2007. The former refers to the fact that the increase of the indicators was not supported by the company appetite to finance themselves by means of the capital market. The municipal and corporatist corporative bonds dominate the credit financial instruments transactioned at BVB. The latter remark: the low number of initial public share offers carried out through the Stock Exchange.

The first remark was contradicted by a double number of bond transactions as compared to 2006. In 2008, we expect a valorical consistency of the bond transactions. 

The possible efficiency and successes registered in the financial field depend, eventually, on the ability developed by UEM to carry out the complete financial integration of the member states, to create an as uniform as possible a system of practices in the capital markets and to reach a higher transparency within the evaluating and classifying system.
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