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ALTERNATIVE VIEWS ON THE PARTICIPATION OF NON-EURO ZONE
COUNTRIES AT THE BANK UNION

Liliana DONATH"
West University Timisoara, Romania

Veronica MIHUTESCU CERNA
West University Timisoara, Romania

Abstract. The reformation of the bank systems’ regulation and supervision in The
European Union was founded on a macroprudential approach to monitor systemic
risks and the vulnerabilities in a more effective way. Considered as the backbone of
the new macroprudential supervision architecture, the Bank Union raises intense
debates among the catching up economies. The fact that there are few studies on the
costs and benefits of joining the Bank Union for the Central and Eastern European
countries, explains the different views of the decision makers concerning this issue.
The study stresses the manner in which macroprudential policies were implemented in
Romania, as a particular case among the CEE countries, and the extent of their
contribution to mitigating vulnerabilities and maintaining financial stability. The paper
summarises the main arguments in favour of joining the Bank Union by emphasising
the Romanian monetary authorities’ stance compared to those of the neighbouring
CEE countries.

JEL classification: E58

Keywords: macroprudential policies, Bank Union, stability, reforms

1. Introduction

The recent financial crisis has brought into debate the issue of the effectiveness
of bank regulations and supervision in the Euro zone and the European Union at large.
The severity of imbalances and their consequences on the domestic financial systems
have raised awareness that the strength of individual financial institutions is not able
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to support, alone, the financial stability (Brunnermeier et al., 2009) in the region. The
reformation of the regulating and supervision framework based on a macroprudential
approach was intended to extend the monitoring of systemic risks and vulnerabilities
that have affected all the banking systems in the EU. The project of the Bank Union
is a key element of this new philosophy, whereas the concentration of macroprudential
regulations at the European Central Bank is required to reduce the crossborder risk
of contagion and to protect the integrity of the European banking system.

Since the positive externalities induced by the financial stability recommends it
as a global public good, the negative financial outcomes of the crisis led to a general
consensus that ensuring and maintaining financial stability require a monetary, fiscal,
prudentiality and competition policy mix, revolving around the macro prudential
policy as a key determinant.

It is well known that unconventional monetary and macroprudential policies
are the two most important latest evolutions in central banking, with a significant
impact on the international financial system, due to their unprecedented power,
influence and authority. The macroprudential approach of Central banks’ supervising
authority was promoted by the G-20, followed by the Committee for Financial Stability
and the Basel Committee for Bank Supervision. Their proposals of macroprudential
supervision standards (i.e. the countercyclical capital buffer, the tools required by the
safeguarding of systemically important financial institutions, the additional capital and
liquidity requirements, the resolution mechanisms, etc.) were implemented at regional
and national level.

Presently, the European institutional framework for macroprudential policy
includes: the European Systemic Risks Boards (responsible for the implementation of
macroprudential policies, the ECB (responsible for the macroprudential measures
within the Single Mechanism of Supervision), the national macroprudential designated
authorities (responsible for the elaboration of macro prudential policies at national
level).

Embarking on the process of adopting the tools of macroprudential policies
depends on the types of externalities related to strategic complementarities, credit
crunches, interconnectedness (Claessens, 2014) they intend to mitigate and which
widely vary according to the particular circumstances of each economy. In a rather
homogenous approach encountered in the Euro zone, macroprudential policies are
convergent, but, since the economic and financial stance of the Central and Eastern
European (CEE) countries widely differ within the region, it is expected that the
approaches related to the macroprudential tools and joining the Bank Union would
be divergent.

Considered as the backbone of the new macroprudential supervision
architecture, the Bank Union raises intense debates among the catching up economies.
The fact that there are no definitive conclusions on the costs and benefits of joining
the Bank Union for the CEE countries explains the different views of the decision makers
concerning this issue. The paper takes Romania as a benchmark considering the
positive effects of the prudential monetary policy. The NBR has opted for a tight
monetary policy in managing the financial crisis which proved to be effective, further
preventing the deepening of vulnerabilities and a rather swift restauration of the
equilibrium. In addition, the Romanian banking system is dominated by foreign banks’s
branches that may support the decision to join the Bank Union as a prerequisite to
adopt the Euro.



The paper is one of the few contributions analysing the manner in which
macroprudential policies were implemented in Romania, as a particular case among the
CEE countries, and the extent they have contributed to mitigating vulnerabilities and
maintaining financial stability. The paper summarises the main arguments in favour
of joining the Bank Union by emphasising the Romanian monetary authorities’ view
compared to those of the neighbouring CEE countries. Given the complexity of the
subject, a mechanistic approach was avoided, the authors rather stressing the
advantages and disadvantages of joining the Bank Union, opening further debates
that need to be embedded in the context of each economy. The paper proceeds as
follows: 2. Alternative macroprudential policy tools, 3. The macroprudential framework
of the Romanian banking system, 4. The consequences of The Bank Union on the
Romanian banking system, 5. Benefits and costs associated with joining the Bank
Union. The rest of the paper is dedicated to Conclusions and policy lessons.

2. Alternative macroprudential policy tools

Bank crisis are recurrent evolutions after excessive private lending. They may
trigger deep, long financial depressions that affect the real economy through the credit
channel. It is a large consensus in literature that changes in banks’ capital and liquidity
levels influence the credit supply (Holmstrom and Tirole, 1997), (Allen and Gale, 2007),
(Diamond and Rajan, 2011). Under these circumstances, understanding the impact of
macroprudential tools on the credit life-cycle and on the resilience of the banking
system is essential. The Bank of International Settlements (Report of Committee on the
Global Financial System, 2012) and the European Committee for Systemic Risks
(ESRB, 2014a) set the foundation in choosing and implementing the main
macroprudential tools:

a. Capital macro prudential tools (countercyclical capital buffer, systemic risk buffer,
buffers for the global systemic institutions G-Slls and the national O-Slls).

a.1.The countercyclical capital buffer (CCB) - the main objectives of this instrument
are: “protecting the bank system against losses associated with the cyclical systemic
risk and supporting sustainable lending for the real economy” (ESRB, 2014b). The
countercyclical capital requirements are decided by the designated macroprudential
authority and is applicable for all the domestic exposures irrespective of the lenders’
country of origin. The decision to activate this instrument is based on the information
about the weight of credit / GDP and its long run trend included in the analysis together
with the data concerning the accumulation of cyclical systemic risk originating in the
credit and real estate prices expansion, external imbalances, bank balance sheets
(i.e. the leverage effect indicator), private sector indebtedness, etc. The countercyclical
buffer rate operates as a percentage of total risk exposure amount and ranges
between 0 percent and 2.5 percent.

a.2.The capital buffer for systemic risk — approaches structural systemic risks and
pursues the limitation of direct and indirect concentration of exposures and the
prevention of indebtedness. The systemic risk buffer is structural in nature, the risk
transmission channels including: common exposures (by market sector, counterparty,
funding source, asset class, currency, geographical area, etc.); direct interconnectivity
via the interbank market or indirect interconnectivity via information contagion; financial
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system concentration. The buffer is designed as a flexible instrument available for
national authorities, which may be applied to high-risk exposures, institutions, groups of
institutions or the banking sector as a whole. The level of the buffer may vary
depending on the contribution to the risk build-up and the characteristics of the
national financial system.

a.3. Capital buffers for globally (G-Sll) and nationally important institutions (O-
SliIs) applicable for banks identified as “too big to fail”. It pursues the limitation of
moral hazard as intermediate macroprudential objective. This macroprudential
instrument is effectively used to achieve the intermediate objective of limiting the
systemic impact of misaligned incentives in order to lower moral hazard, by enhancing
the loss-absorption capacity of systemically important institutions, which mitigates
the likelihood of emerging tensions and their potential impact.

The main effects of these instruments are the following:

Effects on the bank system’s resilience - depend on the level of capital reserves
voluntarily held by banks. It has been proven that the increase of capital requirements
directly improves the resilience on the bank system and can help the prevention of
excessive increase of credits and of indebtedness accompanied by a greater capacity for
loss absorption. The requirements of additional buffers reduce the probability of
interruptions in lending and other financial services supplied for the real economy.
The indirect effects are noticeable through the credit cycle or expectations’ channel
that may lead to an improvement of risk management standards.

Credit cycle effects - the implementation of capital requirements limits the credit
supply and assets’ prices through the capital constraints and expectations’ channel.
Increasing capital requirements by activating CCB pursues the excessive limitation
of credit. Thus, the banks are forced either to increase their capital (as a share of the
undistributed profit or by issuing new shares) or to diminish risk weighted assets.
Diminishing the volume of credit means introducing credit restrictions that further
impact on the credit demand and on the interest rate. Setting up reserves during the
upward trend of lending allows their relaxation during the crisis to the lowest level of the
required capital in order to prevent a potential lending crisis. Moreover, the necessity to
maintain a higher level of capital could discourage banks to engage in quantitative
and risky unsustainable lending. Using buffers for banks considered “too big to fail”
may ensure a higher level of capital compared to their assets allowing these banks
to finance the real economy even during the decline of the financial cycle and may
reduce, ex-ante, the probability of a crisis or may cushion its effects.

Regulation arbitrage/leakages — the capital tools’ effectiveness may be limited by
regulation arbitrage and leakages towards less regulated cross border entities. Loans
granted by banks submitted to capital reserve requirements may be substituted by
funding obtained from shadow banks or by securisation (i.e. bonds issuance). In the
particular case of the countercyclical capital buffer, to reduce the risk of leakages, the
capital requirement is applicable on mandatory reciprocity basis (i.e. banks with high
exposure in various countries are forced to use the CCB rate set by a designated
authority of a country, for all the exposures of the clients that operate in a country
that applies the countercyclical capital buffer).



b. Liquidity macro prudential tools (Liquidity Coverage Ratio — LCR and Net
Stable Funding Ratio — NSFR). The main macroprudential liquidity tools are: i. volum
based tools (i.e. minimum liquidity reserve requirements (Liquidity Coverage Ratio — LCR)
and restriction on maturity (Net Stable Funding Ratio — NSFR), ii. general liquidity
surcharge meant to discourage banks to access short run funding that triggers the
excessive lending and the leverage effect by internelising the externalities by its
contribution to the liquidity systemic risk.

b.1. The Liquidity Coverage Ratio — LCR — banks should maintain a sufficient stock
of liquid assets in order to cover the possible imbalances between liquidity inflows
and outflows for a 30 days time frame during severe crisis.

b.2. Net Stable Funding Ratio — NSFR is a structural long term indicator that shows
the imbalances concerning various maturities, stimulating banks to stable resoureces in
funding their activity.

Summarised, the effects of thes tools are:

Effects on the bank system’s resilience - are predictible when stricter liquidity
standards improve the bank system’s resilience, reducing the need of the banks for
frequent refunding and preventing asset selling that might induce unfavourable
funding conditions for all the participating actors on the market. Therefore banks are
inclined to hold liquid assets based on long run stable resources. The indirect impact
is manifested through the credit cycle or the expectations channel that may lead to
stricter risk management standards.

Credit cycle effects — the liquidity reserve requirement raises the costs for banks, but
these costs may be limited because macroprudential measures may be implemented on
the up swing of the credit cycle when the long term loans and more liquid assets are
not so costly. During the down turn of the credit cycle, the monetary authorities may relax
the liquidity requirements thus inducing the increase of the credit demand due to the
reduction of interest rates. The implementation of the net stable requirement during
the up swing phase of the credit cycle may help to prevent the fast increase of
lending by increasing the cost of credit. In case of a financial crisis a complete
implementation of the macro prudential policy can sustain the necessary funding of
the real economy.

Regulation arbitrage/leakages — the liquidity tools effectiveness can be reduced by
the regulation arbitrage and the transfer, during a credit boom, towards non regulated
entities, including foreign ones. To avoid crossborder distortions, coordination and
reciprocity agreements are necessary among countries in the implementation of
macroprudential policies process. The results of the analysis concerning liquidity
requirements for the Romanian banking system provisioned by NBR show that all the
institutions fulfilled the minimum 60% requirement (including the minimum reserve
requirements) for the 1st of January 2015. Unless the minimum reserve requirements
were not included, than 26 banks (owning 77% of the entire bank assets) reached
the 60% concerning LCR (NBR, FSR 2013)
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c. Borrower based macro prudential tools (loan-to-value, loan-to-income, debt-
to-income)

Borrower based macroprudential tools have as intermediate objective the
reduction of excessive lending and of the leverage effect by smooting the credit cycle. The
LTV, LTI, DSTI limits are applicable based only on the national legislation and indirectly
contributes to the limitation of excessive lending by ceiling the amount that can be
borrowed according to the collateral (LTV) or the debtor's income (LTI, DSTI). LTV
ensures an increased capacity of the lenders to face adverse evolutions by diminishing
the loss given default (LGD), while LTl and DSTI ensures an increased resilience of the
debtors to unfavourable financial evolutions reducing the probability of default (PD).

The main effects of these tools are:

Effects on the bank system’s resilience - are determined by diminishing the loss
given default and the probability of default. The impact on the credit cycle and on the
expectation channel are indirect effects that may induce a strengthening of risk
management standards.

Credit cycle effects - these limitations contribute to the smoothing of the credit cycle
since they become mandatory during the upslope of the credit cycle, when the credit
and the real estate prices tend to grow faster than the revenues. The application of
strict limitations reduces the real estate credit demand and the property prices.

These limitations may be relaxed during the recession of the real estate
credit and may contribute to the prevention of credit induced crisis. There are
empirical studies that show an increase of banks’ resilience determined by an
increased resilience of the clients that become less sensitive to shocks induced by
the changes in income and property prices. Following their research conducted on
57 countries, Kuttner and Shim (2013) concluded that the limitation of LTV, LTI, DSTI
had a significant impact on the growth of real estate loans and less significant impact
on the property price increase.

Regulation arbitrage/leakages — the effectiveness of these instruments may be
reduced by regulation arbitrage and by leakages towards less regulated entities,
including crossborder ones, respectively. It is recommended to use the limitations
on LTV, LTI, DSTI simultaneously since they complement each other.

Table1 shows the main macroprudential tools provisioned by CRDIV/CRR!
and optionally by the national legislations and their gradual implementation during
2014-2019.

' Directive 2013/36/ (EU) of The European Parliament and of The Council on access to
the activity of credit institutions and the prudential supervision of credit institutions and
investment firms, amending Directive 2002/87/EC and repealing Directives 2006/48/EC
and 2006/49/EC.

Regulation (EU) No 575/2013 of The European Parliament and of The Council
on prudential requirements for credit institutions and investment firms and amending
Regulation (EU) No 648/2012.



Table 1. Macro prudential tools provisioned by CRD IV/ICRR

Macro prudential tools 2014 | 2015 | 2016 2017 2018 2019
Minimum capital requirement +
Capital conservation buffer

8% | 8% | 8,625% | 9,125% | 9,875% | 10,5%

Capital macroprudential tools

Countercyclical capital buffer CCB | \ <0,625% \ <1,25% \ <1,875% | <2,5%

Caplltal buffer for systemic risk 1% - 3% (5 % or more)

(optional)

Capital buffers for globally Between 1 % - 3,5 %

important institutions (G-SllIs) depending on the importance

of systemic globally

institution

Capital buffers for nationally

important institutions( O-SlIs) - Max 2 %

optional

Liquidity macroprudential tools

Liquidity Coverage Ratio — LCR 60% 70% 80% 90% [(10%

100%

Net Stable Funding Ratio — NSFR The proposal of European Comision until 31.12.2016
Loan/deposit ratio and Leverage
ratio (optional)

Based on national legislation

Borrower based macroprudential tools
LTV, LTI, DSTI (optional) | Based on national legislation

3. The macroprudential framework of the Romanian banking system

3.1. The recommendations of the European Systemic Risk Board for the banking
sector

The recommendations of The European Systemic Risk Board for the banking
sector were meant to support the coherent implementation of the macroprudential policy
in the EU member states and to narrow the vulnerabilities identified in the European
financial system. Consequently, two recommendations were issued: ESRB/2011/3
referring to the designation of national macroprudential authorities and ESRB/2013/1
concerning the intermediate policy objectives and macroprudential policies.

In the particular case of Romania, the designated macroprudential authority is
“The National Committee for Macroprudential Oversight” (NCMO), that includes the
authorities playing a decisive role in ensuring financial stability, the NBR, that has
the key macroprudential role, the Financial Supervisory Authority, the Government
and the Bank Deposits Guarantee Fund (as observer). The NCMO shall act as an
interinstitutional cooperation structure without legal personality, which shall aim to



ensure coordination in the field of macroprudential oversight of the national financial
system by setting the macroprudential policy and the appropriate instruments for its
implementation. Figure 1 shows the structure of the macroprudential committee
according to the provisions of the macro prudential supervision law.

Fig. 1. The structure of the “National Committee for Macroprudential Oversight”
in Romania

General Council
3 members NBR: The Governor (Chairman),
First Deputy Governor, 2 Deputy Governors, Chief
Economist
2 members FS5A - President and Vicepresident
2 representants of Government appointed by the Prime-
Minister

BDGF (not-voting)

Commiftee Secrefariar
- administrative and logistical support provided by

Technical Commiftee on Sistemic Risk

Technical Commiftiee on Financial Crises
- identification, asseszment and monitoring of systemic

= - identify participantswho/will be facing with the majot
; difficulties with systemic impact
: pﬁﬁ:‘iﬁﬁ; s:glywng::iures - propose necessary measures to reduce the risk of
contamination

Source: The Law concerning the macroprudential supervision of the financial system

The intermediary objectives and macroprudential tools implemented by the
NBR in line with the Recommendation ESRB/2013/1, concern the prevention and
reduction of: excessive credit growth and leverage; excessive maturity mismatch and
market illiquidity; the limitation of direct and indirect exposures; the limitation of the
systemic impact of misaligned incentives in order to lower moral hazard and the
strengthen the resilience of the financial infrastructure. For achieving the ultimate
objective of safeguarding the financial system stability, the NBR estabilished, in
addition to the intermediate objectives of macroprudential policy recommended at
EU level, two nationally specific objectives: the sustainable increase of financial
intermediation and the improvement of financial inclusion. For each intermediate
objectives, the NBR established macroprudential tools such as: capital based tools
(i.e countercyclical capital buffer, systemic risk buffer, O-SlI buffer), liquidity related
tools (i.e liquidity coverage ratio, net stable funding ratio), borrowers related tools (i.e
loan-to-value ratio, debt-to-income).
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After selecting the main intermediate objectives and macroprudential policy
tools, the next stage in the completion of the macroprudential policy framework was
to define the macroprudential strategy, which had an operationalising role, thus
establishing the connection between objectives, indicators and tools. To this end,
the overall framework defining the macroprudential policy strategy of the NBR was
prepared, according to the relevant responsibilities of the Central bank in its capacity
as supervising authority.

This project is designed to be part of the national strategy for macroprudential
policy. The NBR will identify the situations requiring the use of macroprudential policy
tools, select the appropriate tools, estabilishing their level and deadline for
implementation, the institutions to which for which the tools are applicable and will
periodically assess their appropriateness and effectiveness in achieving macroprudential
policy objectives.

The NBR has a long experience in the implementation of macroprudential tools.
Since 2004 it has constantly monitored the excessive credit growth and unsustainable
indebtedness by targeting the following ratios: loan-to-value (LTV), debt- to-income
(DTI) and limited excessive foreign currency exposure of credit institutions. Prior to
the 2008 crisis, the high potential of the Romanian banking system (both in intense
banking activity and competitiveness) had attracted important capital inflows that,
consequentlty, had contributed to the accumulation of excessive financial risks. The most
important vulnerability was the increase of the foreign currency denominated loans
granted to risky borrowers and a massive indebtedness of the population.

There is limited literature concerning the effectiveness of macroprudential tools in
emerging economies, arguing that these countries have used them more frequently, while
developed countries only seldom employed them. Empirical studies for Romania (Lim et
al., 2011; Neagu et al.,, 2014) have shown that the LTV and DTI had certain
effectiveness in limiting the excessive credit growth, improving the risk management of
debtors and creditors.

In evaluating the impact of these tools on crediting and on the quality of bank
assets (Neagu et al., 2014) show that:

e the impact on credit growth in the first semester after implementation is
between 3 and 11% with the greatest influence on consumption credits. The
effect diminishes to zero after five month.

e the relaxation time frames are associated with a higher non performance
rate (specific for consumption and real estate credits) and with a higher
sensitivity to macroeconomic evolutions (e.g. unemployment).

The experience of the NBR shows that macroprudential regulations were most
effective when not ,self regulated”, that macroprudential measures should be adjusted
over the financial cycle to impede regulating arbitrage and migration to other types of
credits, that in the decisions concerning LTV and DTI macroprudential monitoring,
watching lending on other markets than the domestic ones is more useful (IFN and
foreign lending), that LTV and DTI should be implemented together and supported
by microprudential and monetary policies.
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Moreover, in the previous year, following the National Committee for Financial
Stability’s recommendations, the NBR has introduced three macroprudential tools as
capital buffer? for credit institutions, which are described in Table 2.

Table 2. Macroprudential capital buffers implemented by the NBR

Buffer Objective Level established in Deadline for
Romania implementation

Countercyclical |Limit excessive credit
capital buffer  |growth

O-SlI buffer Mitigate the systemic |1 percent of total risk
risk generated by the |exposure amount of the

0 percent 1 January 2016

. . L 1 January 2016
size of the institutions |institution, solely for

systemically important banks

Systemic risk  |Prevent or mitigate 1 percent of total exposure
buffer long-term non-cyclical |amount to which it applies,
systemic or solely for selected banks, it |31 march 2016
macroprudential risks |does not add to the O-SlI
buffer

3.2 The macroprudential indicators used by NBR

To identify the financial institutions that are already exposed or susceptible
to be exposed to systemic risk, the NBR periodically evaluates the potential risks
that endanger financial stability by using various techniques and indicators: stress
tests (that show the resilience of the banking sector to vulnerabilities), identifies
systemically important banks, macroprudential data basis, early warning systems
(i.e. Financial stability indicators recommended by the IMF and ECB), specific analysis
(that study the impact of european regulations (CRD IV/CRR) on the Romanian
banking system), conducts polls to identify the banks’ opinions concerning the credit
supply and demand.

The stress tests conducted to assess banking sector’s solvency and liquidity
confirm its resilience, i.e its capacity to prevent, without major difficulties, the shocks
induced by unfavourable developments in liquidity. Recent stress tests show that the
Romanian banking capital is above the minimum safety thresholds. The vulnerabilities
identified at individual level have a moderate impact. However, the systemic risk
posed by the uncertain and unpredictable legislative framework in the banking and
financial field may produce effects on bank solvency. Also, recent macroprudential
stress tests show a comfortable level of liquidity, the banking sector not facing major

2 The National Committee for Financial Stability (NCFS) issued Recommendation No. 1/26.11.2015
the implementation of capital buffers in Romania and NCFS Recommendation No. 3/18.12.2015
on the implementation of systemic risk buffer in Romania.
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difficulties in the event of a liquidity crunch, mainly due to: rather restrictive monetary policy
measures, low dependence on foreign funding, savings in the NBR accounts. Following
the financial crises, building and defining relevant signal indicators’ thresholds for
systemic risk, were a priority for the NBR. According to the methodology recommended
by the IMF, the financial soundness indicators of the Romanian banking system
regard: the capital adequacy, the asset quality, the profitability, the efficiency and
liquidity of the banking system. (Table 3)

Table 3. Financial stability indicators for the Romanian banking system

dec. dec. dec. dec. dec. dec. | sept.
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016

I Assessment of capital adequacy

Regulatory capital 15 | 149 | 149 | 155 | 176 | 192 | 188
(capital adequacy ratio)

Regulatory Capital Tier 1 14,2 12 13,8 14,1 14,6 16,7 16,6

FSls (core)

Il Assessment of quality asset

Nonperforming loans 119 | 143 | 182 | 219 | 139 | 135 | 10

IFRS provisioning coverage 96.9 97.8 61 67.8 54.7 57.7 54,5

ratio

lll Assessment of banking sector profitability and efficiency

Return on assets (ROA) -0,2 0,2 -0,6 0,01 -1,3 1,2 1,3
Return on equity (ROE) -1,7 -2,6 -5,9 0,1 -12,5 11,7 12,3
Net interest income/operating 60.6 619 | 623 58.8 58.6 58,5 551
income

Non-lnterest expenses/ gross 64.9 67.8 58.7 56.6 55,5 58.4 51.1
income

IV Assessment of banking sector liquidity
Liquid assets to short term
liabilities

Liquid assets ratio 60 58,7 57,6 56,2 57,4 54,1 53,6
Net open position in foreign
exchange to capital

142,2 | 139 | 147,7 | 156,3 | 158,9 | 163,4 157

-1,4 47 | 17 2,5 2 0,7 1,4

Source: NBR, FSR december 2016, IMF- Financial Soudness Indicators (FSlIs), 2017

Over the past few years, the Romanian banking system has had an appropriate
level of capitalisation, the capital adecuacy indicators having withessed an almost
continuous increase. The main determinants which contributed to these evolutions
where: the improved macroeconomic environment, the increase of shareholders’ capital
contributions, limited distribution of dividends as a results of micro and macroprudential
requirements, which are expected to contribute to strengthening banks’ resilience. The
“capital adequacy ratio” (total capital ratio) was 18,8 percent in september 2016,
while the “Regulatory Capital Tier 1" (Common Equity Tier 1) stood at 16,6 precent.
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According to the NBR data, these values are above the EU average, thus
positioning the capital adequacy indicators in the lowest risk bucket. The quality of
bank assets shows that the relevant indicators generally strengthened their positive
trend noticeable during the past three years. Non-performing loan ratios followed a
downward trend, but are still at high levels, above the EBA’s red threshold (8 percent).
Non-performing loans originate in the unsustainable economic growth and considerable
capital inflows during 2007-2008. During the last years, the banking sector’s profitability
improved, primarily on account of the resumed rise in operating profits and the reduction
in net expenses with provisions, amid a stable domestic macroeconomic environment.
The main profitability indicators of the Romanian banking sector “return on assets”
(ROA) and “return on equity” (ROE), stood at a comfortable 1.3 percent and 12.3 percent
respectively in September 2016. The major challenges for the banking profitability are as
follows: operating in a low interest rate environment with the prospect of narrowing
spreads; the large share of low-yielding, but less risky assets on banks’ balance
sheets; an important stock of restructured loans that may entail additional loan loss
expenses, and implementation of borrower - oriented legislative initiatives that would pose
moral hazard. Nevertheless, the liquidity indicators show a favorable situation.

4. The consequences of The Bank Union on the Romanian banking system
4.1. The Romanian perspective

The two pillars of the Bank Union, i.e. The Single Supervising Mechanism
and The Single Resolution Mechanism brought a significant change in the supervision
and resolution architecture with different effects on the two groups of states: the Euro
zone member states, that are the main beneficiaries of the new project and the non
- Euro zone member states, that can join the Bank Union upon request in close
cooperation with the ECB.

Presently, membership in the Bank Union, before adopting the Euro, is not
considered attractive by the CEE countries (Hungary, The Czech Republic, Poland,
Croatia, Romania and Bulgaria), these countries claiming unequal treatment compared
to the Euro zone countries concerning the following issues: insignificant role in the
Single Supervising Mechanism (i.e. non-member states of the Euro zone would not
be members of th Council of Governors that approves the decisions of the Supervising
Council); lack of access to the liquidities offered by the ECB (non- member states
would not have immediate access to the funding facilities offered by the ECB); lack
of access to the common safety net (i.e. these countries would not be eligible for
direct recapitalisation from the European Stability Mechanism).

Nevertheless, Romania expressed its willingness to participate at the Bank
Union, considering that joining the Bank Union is a compromise between a swift,
rather risky action, but potentially efficient and a long preparation process that may
overlook the opportunity of an efficient action (Isrescu, 2014). Membership in The Bank
Union can be evaluated considering the following aspects: the structure, importance and
integration of the Romanian bank system with the European bank system; the
supervision and resolution standards that reflect the rigour and the quality of
supervision at national level; the challenges concerning macroprudential policy. All
these are important issues and form the basic framewok, relevant for determining the
potential benefits and costs that can be achieved, on the long run, by joining the Banking
Union.
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4.2. The implications of the Bank Union on the Romanian supervising activity

Joining the Single Supervising Mechanism implies a new approach of the

supervision model applied by the NBR that mainly affects the three major commercial
banks, because the supervision competences are delegated to the ECB. The other
smaller, less significant banks will be directly supervised by the NBR under the
obligation to follow the regulations, instructions and trends set by the ECB.

The potential benefits of participation at the Single Supervising Mechanism refer

to:
[ ]

improving the supervision of crossborder bank groups, thus ensuring
coordination and supervision for the branches of Euro zone banks opened
in CEE countries that are not members of the Euro zone;

the risk of reducing the activity of crossborder banks is diminished (any delay in
joining The Bank Union increases the risk that Euro zone banks might reduce the
activity of their branches opened in non-Euro zone countries that are not part of
the supervising mechanism);

the competitive disadvantage for domestic banks or branches that do not
have the parent bank in one of the Euro zone member states, considering that
the supervision of The ECB is a solid guarantee for low cost funding;
participation at debates concerning the regulations for the practical functioning of
the Single supervising mechanism,;

full access to supervision information, given the large presence of the Euro
zone bank capital on the Romanian market (Figure 2).

Fig. 2. Market share and number of credit institutions with foreign capital
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5. Benefits and costs associated with joining the Bank Union

The direct and indirect benefits associated to joining the Bank Union depend
on the manner their financial systems and supervision develop. As a host country for
foreign banks, similar to other CEE member states, Romania can benefit of a higher
financial stability and more straightforward cross border bank groups supervising
interactions under the authority of a single supervising institution, i.e. ECB.

The 2014 study conducted by the IMF (Bluedorn et al., 2014) reflects the
attitude of CEE Central Banks and Ministries of Finance that have not adopted yet
the Euro (The Czech, Poland, Hungary, Bulgaria, Croatia and Romania) concerning the
participation at the Bank Union before adopting the Euro. Table 3 shows the main

findings of the study, the benefits and the

potential disadvantages of joining the Bank

Union before adopting the Euro as a currency.

Table 3. Possible advantages and disadvantages of joining the Bank Union

for the non-Euro countries

Potential benefits

Potential disadvantages

e access to the mutual funding
scheme in case of resolution needed
by a bank

e larger access to the parent bank
supervising information

¢ enhancing the quality of supervision
by improving the market perception
and the application of coherent
prudential norms

e crosshorder supervisory
coordination

¢ the reduction of bank conformity
costs

¢ the increase of supervising
decisions related to the parent banks

o the reduction of cost related bank
funding

e arm’s length supervision of local
interest

e improved supervision by applying
stricter prudential norms.

* loss of control over cross border
intra group liquidity flows

* inadequate role in the Single
Supervising Mechanism (SSM)
governance and in the Single
Resolution Mechanism (SRM)
decision making process

* loss of control over bank resolution
* lack of access to the liquidity
facilities offered by the ECB

* bank supervision may be insufficient
in the SSM

* excessively complicated resolution
procedure in SRM

* monetary and prudential policies’
coordination challenges

* incomplete mutualisation of the
Single resolution fund

+ contributions to the Single resolution
funds are too high compared to the
expected benefits
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Other benefits that can be envisaged are:

- the risk to diminish the activity of cross border bank groups’ branches in a
non-Euro country is avoided — meaning that any delay in joining the Bank
Union may increase this risk because the parent bank can decide to diminish
and/or close branches operating in countries that are not part of this
mechanism;

- the cost related competitive disadvantage of domestic banks or their
branches that do not have the parent bank in the Euro zone is diminhed;

- the supervision of these entities by the ECB is considered a solid guarantee for
obtaining less costly funding;

- the participation at the Bank Union secures a place at the ,disscusion table”
concerning the rules and procedures of a project Romania will be part of
when adopting the Euro;

- by implementing the new resolution system in the EU it is predictible that a
future banking crisis can be managed swiftly and safely, reduces the necessity
to bail-out of banks in distress, thus breaking the connection between the banks
and sovereigne risks. (Isarescu, 2014; Schoenmaker and Siegmann, 2013;
Darvas and Wolff, 2013)

Romania considers that its participation at the Bank Union is a compromise
with swift action, that bears a certain degree of risk, but possibly more effective on
the long run. In the case of the rest of the non-Euro member states, the decision to join
the Bank Union depends, largo sensu, on the cost-benefit analysis and the time horison
to adopt the Euro as a currency. The Hungarian, Polish and Czech strategy of ,wait and
see” may be regarded as a prudential approach but with potential negative
consequences of being left out of the monetary integration mechanisms.

6. Conclusions

The Bank Union, considered as the main pillar of macroprudential architecture
has been created with the precise aim to consolidate the Euro-zone banking systems
and the monitoring of systemic risks and of externalities on the EU bank markets.
The decision to set up a single supervisor for the European banking system was
founded on the desire to create an independent, powerful institution to supervise major
European banks and prevent risk contagion. It can be stated that the arguments in
favour of a single supervisory entity are the same that supported Central Banks’
independence: the non-involvement of the political institutions in the national
supervising decisions and the enforcement of strict rules for all the participants on the
European bank market that would grant coherence for the supervision procedures
and restore trust in the banking system. Moreover, the single resolution mechanism
secures the prevention and early intervention in case of financial distress.

The Bank Union project is very important and has profound implications for
the European bank supervising architecture, including the Romanian banking system
that is dominated by Euro zone banks’ subsidiaries. Consequently, the structure of the
Romanian banking system is a dominant determinant in joining the Bank Union.
Even in the absence of significant bank groups, but with an important presence of
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Eurozone bank branches, the participation at the bank Union is preferable for
significantly reducing the costs of supervision and for mitigating the risk of contagion
from the parent banks.

Given that the disatvantages to participate at the Bank Union project are
sometimes considered to outweight the advantages, the majority of CEE countries
have adopted a precautionary attitude. The envisaged risk of ,being too small to
count” reflects the need to accept mandatory general conditions that are not properly
calibrated or, the lack of attention tailored on the CEE countries’ needs.

From a macroprudential perspective, one can consider that a close
cooperation with the ECB allows a better orientation of macroprudential measures
towards risks with cross border effects, due to the decision making process that
envisages a coordination mechanism between the national macroprudential authorities
and the ECB. On the other hand, such an approach implies the loss of sovereignity
over the macroprudential policy, but, on the other hand, the prevalence of pursuing
and protecting the European interest, also means protecting the national interest.

Nevertheless several policy lessons can be drawn: CEE countries should
carefully consider the effectiveness of resouce allocation when deciding on the
macroprudential tools used to counterbalance procyclicity; improve their institutional
architecture to mitigate further vulnerabilities and crisis, designate the most appropriate
supervisory agency (that might not necessarily be the Central bank) to reduce
externalities that might deepen financial vulnerabilities and prevent the implementation
of discretionary policies. An optimal design of a policy mix (including the monetary policy,
fiscal policy, microprudential policy) that does not come into contradiction with the
macroprudential tools would attach to it a higher transparency, accountability and
credibility.

Obviously, the Bank Union is a long, dynamic project, some of its mechanisms
being under blueprint (i.e. the single scheme for the bank deposit guarantee) while
others will be modified according to the evolutions of the financial markets. Lately,
concerns were expressed regarding the rebalancing of the financial structure in
Europe that is strongly bank oriented and the granting of support for the development
of financial markets as a funding alternative. The rational behind the equilibration of
the financial market structure is based on the theoretical fundamentals that shows
that the dominance of the market system can increase the systemic risk mainly in
significant asset price fluctuations and a low economic performance.
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Abstract. The analysis of income at household level is highly important for
understanding the poverty and for supporting the efforts to deal with poverty. Poverty
measures can be calculated from a multitude of approaches. A common approach is
to use household income and draw a minimum level of income required for a household
to be considered above or below poverty. This paper looked at income at household level
from a gender perspective and a marital status perspective in order to draw conclusions
of the nature of household’s characteristics that are associated with higher or lower income
as a proxy for poverty. Based on data collected in a low income township in South Africa,
the regression analysis was applied to investigate the differences between different
marital statuses and gender and how they are associated with different levels of
income. The regression results reveal that female headed households have, on
average, lower incomes compared to male headed households, and also, that married
heads of households have higher incomes compared to the single, divorced, and
widowed. The widowed had the lowest average income.

JEL classification: 132
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1 Introduction

Poverty has become an operative word for most researchers and development
practitioners and sometimes requires no definition. To assume that there is a consensus
in the understanding of what poverty means is however erroneous. The fact that a poor
person in one country may not be considered poor in another country, or the fact that there
are households without income that are not poor, points to the differences in the
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understanding and hence the definition of poverty. In the preface of Sen, (1981)
Essay on Poverty and Famines he points out that ‘not everything about poverty is quite so
simple. Even the identification of the poor and the diagnosis of poverty may be far
from obvious when we move away from extreme and raw poverty’ The analysis of
household income at household level is thus an important aspect in the understanding of
poverty and efforts to deal with human deprivation and poverty. Dollar and Kraay
(2000) argued in their study that at national level income growth proxied by GDP
growth can reduce poverty. At micro level poverty measures can be calculated from a
multitude of approaches (Ravallion, 1996:5 2001; Rio Group, 2006:35). A common
approach is to use household income and draw a minimum level of income required for
a household to be considered poor or non-poor (Ravallion 1996). There is however
a weakness in using income especially in households that are involved in subsistence
farming. This however remains a better and easier method. Expenditure method is also
linked to the income method, where households are asked on how much they spend,
this suffers from similar weaknesses as those of the income method (Meyer & Sullivan,
2012). However, assets can also be used to calculate household poverty or wellbeing
(Barrett & Carter, 2006; Brandolini, et al. 2010) The use of income however become easy
to compare situations and an absolute poverty line is a more agreed upon postulation
among the many measures that exist the weaknesses notwithstanding. This paper
uses income due to the limitation of the data collected in the survey, however it sets
the starting point for subsequent studies in the same area that will build on the results
to use more robust measures of poverty. The theories of poverty attempt to explain the
origins and the causes of poverty and hence make room for better ways to circumvent the
controversies surrounding the measures, but for purposes of this paper, that debate is
not pursued. In this paper an analysis of the theories of poverty and the perceptions
of poverty will be done in the literature review section only in a nutshell to make
cognizance of the existence of the debate and how it informs the measures of poverty
used in an analysis. The epistemology and the method of the data analysis will be
explained in section three of the paper. The rest of the paper is organized as follows,
section two is the literature review, and section three is the methodology and
description of the data collection process.

The results and discussion are presented in section four and the last section
presents the conclusion.

2 Literature Review

The measures of poverty have evolved over time from the basic income and
expenditure approaches to now include approaches that are not easily monetized or
quantified. The changes have been due to the developments that have taken place in
the definitions of poverty and what needs to be included in understanding the
Phenomenon. A good example to the evolution in the understanding of poverty may
include the advent of the multidimensional poverty measurement (Alkire & Foster,
2013; Alkire, 2009) Understanding poverty and its antecedents is therefore an ever
changing process as more and more approaches are discovered and incorporated
into the main stream literature of poverty (Ravallion 1991; Meyer & Sullivan, 2012:112;
Atkinson et al 1995, Alkire et al. 2015). Poverty has been considered to have a
gender dimension to it as women are considered to be more likely fall into poverty
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than their male counterparts (Zick & Smith, 1991). Other vulnerable groups which
are in a sense more vulnerable than women include children and the disabled. There
are a number of studies that have also linked marital status to poverty or even life
longevity (Gove, 1973; Kobrin & Hendershot, 1977; Trovato & Lauris, 1998; Zick &
Smith, 1991). The reasoning behind the gender based income differentials is ubiquitous
in the data emanating from the centuries old discrimination against women in all spheres
of mankind, be-it in education, or in labour participation and even in the preference of boys
to girls in the upbringing process. The gender disparity has changed substantially in most
countries especially in the first world. The studies that looked at marital status differential
however have pointed at different factors other than those of discrimination to be some of
the factors that explain the differences. A study by Zick and Smith (1991) looked at the
effect of marital transition, poverty and gender on mortality. The mortality aspect is
not of interest in this paper although the logic behind the results found in Zick and
Smith may also make a lot of sense in understanding income differentials in gender
and marital status.

In looking at the importance of marital status categorization as a determinant of
poverty, it is worth noting that marriage in the 215t century is not as popular as it was
in the previous century, and divorce has become more acceptable than before
(Mergenhagen, et al., 1985). Reasons to the acceptance of divorces as a new normal
may be found in other disciplines and not necessarily in economics. Data from national
surveys show that there are currently more divorces than previous decades and
fewer marriages than previous years (Society at a glance 2016; STATSSA 2014). A report
by OECD shows that marriage rate defined as Crude marriage Rates are at their
lowest in most of the OECD countries. CMR is defined as number of marriages per 1000
people, it is at an average of 4.6 for the OECD countries. However divorces also defined
as number per 1000 people has reached an all-time high increasing by over 50% for the
average OECD countries between 1970 and 2012 (Society at a glance 2016)
Although economic explanations maybe presentin the understanding. A bold guess would
be that women used to rely on men for economic survival, they still do in developing
countries, and hence marriage was a way out of poverty. In the modern days women
are at the same level as men in most cases and hence people marry for other reason
other than money, or do they? The claim that women are on the same level as men
may be overstating the fact. There has been a lot of progress made especially in the
developed world, but the same is not the case in developing countries, especially in the
sub-Saharan Africa.

2.1 Gender and poverty

There is a vast body of literature on the link between gender and poverty
(Jackson, 1998; Chant, 2006; 2008). The understanding of gendered poverty is not
as straight forward as the proclamation that women are poorer than men, or that
women are more venerable to poverty than men, it is beyond the materialistic thinking.
Cecile Jackson in (1998) argued as to whether the discussion should be women and
poverty or gender and wellbeing? Her argument was that the issue is beyond
materials. She stated that “/ have noted the tendency in development discourses to
represent gender issues in development as variants of poverty problems and to
reduce gender disadvantage to a claim that women are over-represented among the
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poor” This to her is a misrepresentation of the issue. Although it can be agreed that the
over representation is true, her argument is that, that's not all, there is more to the
gendered poverty discourse as is well document by works of Chant (Chant, 2006; Chant,
2008). Women face poverty in more ways than men and women'’s responsibilities in
dealing with poverty may come from angles that are akin to men.

2.2 Marital status and poverty

The marital status connection to poverty maybe derived from a number of
factors that are associated with marriage. Zick and Smith (1991) in their research on
the relationship between marital status and death argued that married people live
longer than the other categories. The higher advantages of the married people
relative to the other categories are based on two main explanations. The first is that
healthier and in the same reasoning, successful people are more likely to be selected
for long term relationships. The other explanation is that marriage encourages people
to live a good and acceptable life style. This is enforced by a network of relatives that
come about due to marriage (Helsing, et al. 1981:808; Zick, Smith, 1991). It can be
extended in the same line of thinking that people that enter into marriage are more
likely to be those with a stable flow of income possibly with a job and a good level of
education. This is based on what | would term the natural selection process. If a
person, especially a man is not able to prove ability to provide enough for survival or
sustainability, the chance that they will be accepted or selected into marriage or long
term relationship is very small. It is not non-existent, but it is very small. This may
explain the expectation therefore that those in marriage are more likely to be outside
the poverty bracket much more than those that are not married. In that line of
argument therefore it is not the marital status itself that is responsible of the income
level. Although with the second line of think, the enforced good behavior hypothesis,
marriage may be responsible for higher levels of income.

Marital status however can be categories into more than married and single
categories. In the not married categories, there are more categories, both post and
pre marriage categories.

3 Methodology

Data used in this study were collected in Boipatong Township in 2013. A
household survey was administered to 300 households. The sample size was arrived
at based on previous studies that used a similar sample size and came up with valid
results (Dubihlela, et al 2014; Sekhampu, 2013) Households were randomly selected
from a map of the area, and where a house that was pre-selected was not found on
the site, the next house used in its place. Heads of households were interviewed on
a number of issues including their income level gender and marital status. This study
decided to isolate the marital status of the heads of household and gender of the heads
of household and regress them with income. This is important as most models have
used a combination of many demographic characteristics and hence become difficult
to isolate the importance of gender and marital status. The importance of isolating
gender and marital status is the fact that there have been studies that have shown
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that men earn more than women. An IMF by Kinoshita and Guo, (2015) pointed out
that more men work than women in most countries, and they get paid more for similar
work. In many countries, girls and women have less access to education, health and
finance than boys and men.

3.1Model Specification

The aim of the study was to investigate the differences in household income
based on the gender and marital status of the head of household. An ANOVA
(Analysis of Variance) model is estimated as this regression model has qualitative
explanatory variables only (Gujarati & Porter, 2009:283). A separate ANOVA model
was run for marital status before combining marital status and gender. The model
was specified as follows

Y=ay+a,Dy+ - ayDp+ B;Dj+ ¢

Where Y is household income, «, is the intercept term «, .. «,, are the coefficients
for the different marital status categories that are represented by D, to D,,. Marital status
responses had seven categories namely, never married, married, divorced, separated,
widowed, cohabiting and child. In the sample there were no children so the child
category was removed. Married and separated were further grouped together as one
group, the basic justification of grouping married and separated as one category was
that separated people are by definition still married and most circumstances financial
obligations remain unchanged between the partners. The final marital status variable
had 4 categories namely never married, Married, Divorced and widowed. §;D; are the
coefficient and the dummy for gender respectively.

The dummy variables are there defined as follows; D; dummy variable for never
married defined as 1 for never married and 0 all other values. D, dummy for Marred
defined as 1 for married and O all other values. D; dummy variable for divorced defined
as 1 for divorced and O all other values. D, dummy variable for widowed defined as 1 for
widowed and 0 otherwise. In an Anova model or any categorical variable, n-1 dummy
variables are need for a categorical variable with n categories. In this case 3 dummy
variables are used for marital status with 4 categories. The dummy for gender is
defined as 1 for female and 0 for male.

The model to be estimated will therefore take the following form

Y = ay + a;never Married + a,Divorced + asWidowed + 3;Gender + ¢;

The forth category which is Married is therefore the reference category
meaning that all the coefficients will be compared to married who will take the value
of the coefficient.

4 Results and discussion
Table 1 are the frequencies of the marital status distribution in the sample,

this helps paint a picture of the percentage distribution of the different categories. The
biggest group is those that were never married. This indicates that a large number
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of heads of households are either young or that marriage is not common which is in
agreement with what was discussed in the literature as to the popularity of marriage in the
215t century (STATSSA 2014). Those that are married however are also a sizeable
percentage.

Table1: Frequencies for Marital Status

Frequency Percentage
Valid Never married 107 36.4%
Married and living together 88 29.9%
Divorced 16 5.4%
Widowed 83 28.2%
Total 294 100%
Total 294 100.0

Source: Survey Data

Table 2 presents the gender distribution in the sample. Although one can
argue that there is almost an equal representations, the figures show that there were
more females taking up 54.3 percent compared to the male participants who took up
the remaining 45.7 percent of the sample.

Table 2: Gender distribution

Frequency Percentage
Valid Males 137 45.7%
Female 163 54.3%
Total 300 100.0%

Source: Survey Data

The number distribution of the sample between males and females is
balanced enough so that the numbers in the marital status categories should not be
skewed due to under representation of one category. Table 3 is a cross-tabulation
of gender and marital status to see which category between males and females is
more represented in the married category. The results in table 3 indicate that there
is a difference in the representation of males and females in the group. Table 4 also
confirms that there is a significant difference between the marital status of males and
females in the sample. A big representation amounting to 85.2% within the married
or living together are males, and females only take up 14.8% of the living together
or married. This only means that in the households where there is both partners, it
was the males that were reported as the head of household. In the 14.8% of the
married or living together, the head of household was the female, these could be
households where the female is a bread winner or where both partners are female.
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Table 3: Gender Head and marital status association

Marital status

Married

Never L. i . Total
. or Living | Divorced | Widowed
Married
together
Count 23 75 5 32 135
% within Gender
o Wit 17.0% | 55.6% 3.7% 23.7% | 100.0%
Head
Males % within N
within New
° . 21.5% 85.2% 31.3% 38.6% 45.9%
Marital status
% of Total 7.8% 25.5% 1.7% 10.9% 45.9%
Count 84 13 11 51 159
% within Gender
o witht 52.8% | 82% 6.9% 321% | 100.0%
Head
Female % within Ne
withi W
° . 78.5% 14.8% 68.8% 61.4% 54.1%
Marital status
% of Total 28.6% 4.4% 3.7% 17.3% 54.1%
Count 107 88 16 83 294
% within Gender
° 36.4% 29.9% 5.4% 28.2% 100.0%
Head
Total % within N
n
o WENINTEW ) 100.0% | 100.0% | 100.0% | 100.0% | 100.0%
Marital status
% of Total 36.4% 29.9% 5.4% 28.2% 100.0%

Source: Calculations from survey data

The household heads that reported to be in the ‘never married’ category
were predominantly females, taking up 78.5% compared to only 21.5% for males.
This revelation needs a deeper digging to understand as to why there are more
female single headed households compared to male single headed households.
Would it mean that men do not head household as single parents? If that is the case
why? Is it the case that when they are not married males live under some head until
they marry? This number should not be confused with separated or divorced who
are in their own category. There are more questions to this results than there are
answers. This could be the whole explanation behind the vulnerability of women
falling into poverty than men. Since married people are more likely to have a higher
income and escape poverty, and more men are likely to live in a married situation
than female, then it follows that women are indeed more likely to fall into poverty.
The reasons could be the same as those used to explain higher incomes in
households where the head of household is married.
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Table 4: Chi-Square Test

Value Degrees Asymptotic'Significance
of freedom (2-sided)
Pearson Chi-Square 83.6552 3 .000
Likelihood Ratio 89.985 3 .000
Linear-by-Linear Association 1.231 1 .267
N of Valid Cases 294
a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 7.35.

Source: Calculations from survey data

The Pearson Chi-Square Test reported in table 4 confirms the differences in
marital status between males and females in the data. A p-value of 0.000 means that
we reject the null hypothesis of no significant difference between the gender
categories in terms of marital status, and conclude that there is a significant
difference in marital status between males and females.

Table 5: Regression results of the ANOVA model

Coefficients
Unstandardized Coefficients Sgan?f'ar_d |z;ad
Model oetticients t Sig.
B Std. Error Beta
(Constant) 1622.250 316.305 5.129 .000
Divorced 270.503 634.221 .024 427 670
Married orliving | 1747 55 381.598 310 4475 | .000
together
Never Married 49.339 339.081 .009 146 .884
Gender (Female | 5,3 9g 318.872 124 1954 | .052
head)
a. Dependent Variable: Household total income

Source: Calculations from survey data

The results of the Anova regression model are reported in table 5. The
regression is known as an Anova or analysis of variance regression because all the
explanatory variables are categorical variables, meaning that the regression
basically looks at how the dependent variable varies across the categories of the
explanatory variable(s). It can also be calculated to see how much each category
would have as an average in terms of the dependent variable, hence in the case
average household income based on the marital status and gender of the head of
the household.
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The category ‘Widowed” is not entered in the regression based on the rule
of how to deal with categorical variables in a regression. Given a variable with N
categories, then N-1 dummy variables are entered in the regression. If all N
categories were to be entered it would create a problem of perfect multicollinearity.
So for marital status, widowed is not entered and hence it takes the value of the
constant, but also on gender, males are not entered based on the same N-1
principle, and hence widowed male head of households take the value of the
constant. In this case the results show that widowed male head of households have
an average income of R1622.25. On the other hand widowed female heads of
household on average have a monthly income of R999.15 (R1622.25-R623.096). A
summary of the average incomes are therefore as follows;

Table 6: Average monthly incomes for the marital status categories by gender

Widowed female head of household R999.15
Never Married Females R1048.51
Divorced Females R1269.66
Widowed Male head of household R1622.25
Never Married Males R1671.60
Divorced males R1892.75
Married or living together Females R2706.69
Married or living together Males R3329.78

Source: Calculations from the regression in table 5

Table 6 presents the monthly average incomes for the households with
heads belonging to the different marital status and gender categories. The lowest
earners are the widowed female heads of households, and the highest earners are
the male married or living together heads of households. The summary of results
confirms the hypothesis that marriage is associated with higher levels of household
income whether the head is male or female. This could be explained by the same
explanation as that given in Helsing, et al. (1981:808) and Zick and Smith, (1991)
that its people with good income that are selected into marriages and not necessarily
marriage helping people to have higher income. The higher income among the
married could also be explained by the fact that it is combined income from the two
partners in the marriage.

5 Conclusion

The study has revealed a number of interesting results; first that there are
more single female headed households than are of male in Boipatong Township this
is difficult to conclude based on this study. This idea should be narrowed to be a
picture in the current sample. The fact that there are more male headed households
in the married category is not surprising as men are considered a de-facto head of
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households in married couples. Although a reasonable percentage of married
households reported females as the head and this may mean a movement from the
traditional ‘man is head’ to a new definition of head, which may include the one
earning the income or a higher income between the two. This also agrees with a
number of studies on poverty with marital status of the head of household (Grobler,
Dunga, 2014; Makhalima, Sekatane, Dunga, 2014; Meyer, Dunga, 2014).

The paper has also confirmed the perception in the literature that married
people are at an advantage in terms of having on average a higher income than the
other categories. The widowed females have the lowest income of all the categories.
This lower income among the widows could be an indication of women that relied on
their husbands to provide, as it is shown by the fact that widowed males income is
higher than that of widowed women, divorced and never married women. This point
to the age old understanding that women are more vulnerable than men, and that
the fight for gender equality needs to continue, especially in-terms of income. The
fact that married heads of households have a higher income may also be based on
the fact that they have combined income from the two partners. There is need for
more studies to understand the importance of marriage especially in the
contemporary age where there are more divorces than there are marriages. The
study raises more questions, interesting questions that make further investigations
into the characteristics of these households pertinent. The study recommends more
in-depth analysis of the dynamics between male and female headed households,
and the relationship between marital status and incomes, taking into account the
structure of the households and making comparisons in other similar townships in
South Africa
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1. Introduction

Performance management in the public sector is a growing phenomenon
worldwide (Goh, 2012) designed to improve public sector accountability (Harrison et
al., 2012). It is still facing many problems and challenges in implementing effective
measurements, despite multiple frameworks developed over the last decades.
Performance measurement is widely seen as the cornerstone of public management
reforms (Kong, 2005), being researched in-depth for a long time and comprehensively
reviewed (van Helden et al., 2008) for highlighting the relevance of performance
measurement and reporting.

Access to performance information enhances users’ decision-making and
promotes public sector accountability (IPSASB, 2011), which is not simply a one-to-
one (principal-agent) relationship (Mulgan, 2000). It usually implies different stakeholders
whose economic and political interests overlap (Pilcher et al., 2013).

In this context, performance measurement and reporting are a necessary
response to public pressure for accountability. Thus, they encourage public entities
to disclose publicly and to be responsible for their actions (OECD, 2004), even if
there is still no consensus on the real usefulness of performance information (Rossi
and Aversano, 2015). Moreover, evidence reveals substantial differences in the
adoption of performance measurement and reporting system worldwide, mainly due
to the particularities of the institutional, cultural and historical contexts of each
country (Benito et al., 2007).

To address this gap, alongside the academic literature, International Public
Sector Accounting Standards Board (IPSASB) ensures a strong incentive for promoting
the concept of service performance information within public sector entities. Thus,
IPSASB published the Recommended Practice Guideline on Reporting Service
Performance Information (RPG 4) aiming to develop a framework dedicated to service
performance information of public sector entities, meant to enhance accountability
for both services provided and resources consumed. Moreover, an essential part of the
Conceptual Framework for General Purpose Financial Reporting (GPFR) includes
information on performance measurement, thus focusing on service recipients’ and
the resource providers’ needs for high-quality information, for both accountability and
decision-making purposes.

Basing on this approach, the primary objective of this study is to provide
evidence of the performance assessment in the public sector, by analyzing the efficiency
of rendering services, using mathematical techniques and debating potential factors that
might affect the outputs, thus leading to inefficiency. Moreover, considering the
continuous medical advances, that not only have increased the demand for quality
healthcare services but also triggered the challenge of managing rising costs and
maintaining efficient operations, the study focuses on the hospital efficiency, one
marked in the last decades by serious inefficiencies (Afonso and Aubyn, 2005; Evans
et al., 2001; Spinks and Hollingsworth, 2009). Consequently, this study contributes
to the prior literature in this field by estimating the technical efficiencies of the hospitals,
evaluating the benchmarks and setting the targets for the inefficient hospitals in an
emergent country.

For achieving our goal, first of all, we apply a non-parametric technique
based on linear programming for assessing the technical efficiency of hospitals,
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namely Data Envelopment Analysis (DEA). Secondly, we resort to the econometric
analysis using different statistical tools, like descriptive analysis and regressions to
identify those factors with an overwhelming influence on inefficient hospitals.

The sample of our paper consists of 20 public county hospitals in Romania
collected from the Centre for Research and Evaluation of Health Services website
and the Ministry of Heath’s website for the year 2014. Considering the variables used
in the previous studies and the availability of data, we have taken the number of
beds, the number of doctors and the non-salary operating expenditure as input
variables, while the total operating revenues, the number of cases and hospitalization
days are considered as output variables.

The results of our DEA model reveal that among all public hospitals in our
sample, five are inefficient and for each of these hospitals a benchmark is being
provided for improving their operations. The results of a Tobit regression indicate that the
number of cases has a positive influence on the efficiency level. Also, variables such as
the total operating revenues also present a positive impact on the efficiency score,
while non-salary operating expenditures and the number of doctors influence the
efficiency level in a negative manner.

The study addresses a broad range of users: theoreticians interested in
analyzing emerging countries, as parts of the European Union, and practitioners who
manage to find justifications and solutions to similar issues faced in their national
systems. Moreover, as the first study that investigates the effectiveness of the health
system in this manner, focusing on the main causes of inefficiency in Romania, we
appreciate it as a valuable reference base for international literature in the field, too.

The limitations of the study are generated by the sample’s dimension and by
the period considered for analysis. Thus, the study estimates the efficiencies for half
of the county public hospitals in Romania and one calendar year only, which can be
extended for time series analysis. Anyway, we appreciate all these as challenges that
give us outlooks for future research.

The paper unfolds as follows: at first, the topic of performance and efficiency in
the public sector is theoretically approached by analyzing the related literature, from
general to specific on public health system (literature review). The next section
(methodology framework) develops the concept of efficiency by empirically approaching it
from a dual perspective. The efficiency measurement using the multi-criteria non-
parametric analysis model known as Data Envelopment Analysis (DEA) is followed
by an econometric analysis using various statistical tools to identify those factors with
an overwhelming influence on inefficient hospitals. Our analysis ultimately leads
to validation or invalidation of research hypotheses (result section), thus reaching
conclusions and expressing opinions that respond to papers’ primary goal and its
objectives (conclusions section).

2. Literature review and hypothesis development

According to prior research, there are significant differences in the efficiency of
delivering public services across countries, public organizations either being
incredibly wasteful and ineffective in performing even core activities or achieving their
objectives systematically and comprehensively (Afonso et al., 2005). These differences

33



are due to various factors such as fiscal decentralization (Adam et al., 2014), political
determinants (Adam et al., 2011), the quality of governance (Hwang and Akdede,
2011), education (Afonso and Fernandes, 2008; Bose et al., 2007), investment and
the openness of the economy (Angelopoulos et al., 2008).

Therefore, in the latest decades, the cross-country research studies conducted
reveal serious inefficiencies in managing public expenditures (Afonso and Aubyn,
2005; Evans et al., 2001; Spinks and Hollingsworth, 2009), especially in the health
sector. In this field, it is expected that public spending on health and social care to
increase faster than the economic growth over the next 50 years, in line with recent
trends across the OECD (Rumbold et al., 2015). Thus, healthcare systems must find
ways of delivering health services at acceptable levels of quality, even with budgets
that are growing more slowly than in the past decades. They also have to improve
the quality of budgeting and financial management, the key determinants of an
effective public spending (Fonchamnyo and Sama, 2015).

Also, the rising healthcare expenditure and large public budgets have recently
led decision-makers to search for ways to increase the performance of healthcare
organizations. Hospitals, in particular, are increasingly held accountable for their
efficiency and financial performance (Tiemann and Schreydgg, 2012), thus supporting
the motivation of our study.

This situation manifests itself mainly because healthcare is the part of the
public sector where various stakeholders might have different needs and performance
embraces a diversity of facets (Harrison et al., 2012). Thus, policy makers have a
fiduciary duty to make sure that healthcare expenditure is on a sustainable path.
Hospital managers are interested either in improving the quality of the output while
using the same amount of resources or in reducing the operation expenses without
sacrificing the quality of care provided by the hospital. Instead, doctors and nurses
have the responsibility to preserve the safety of their patients and the quality of their
work, while patients, as customers of the hospitals, need to be provided with the
greatest quality of care (Du et al., 2014).

According to prior research, maximizing efficiency has become an increasingly
significant factor for hospital executives, as the possibility for cost savings is better if
healthcare institutions are managed appropriately (Harrison et al., 2004; Rodriguez-
Alvarez et al., 2004). Therefore, this study has been taken up to identify the factors that
cause inefficiency in the case of the Romanian healthcare sector and to find suitable
ways to improve their efficiency.

In this context, the first hypothesis intends to validate the academic literature,
which supports the need to maximize the efficiency of using public funds by increasing
the quality of services provided (e.g. Harrison et al., 2004; Harrison et al., 2012;
Rodriguez-Alvarez et al., 2004):

H1. The Romanian healthcare system is efficient.

Recently, rising of expenditure on health system reflects only partially the
changes in health services demands. These are sometimes represented by new
technological innovations in diagnosis and treatment, and therefore in high-quality
services, but such progress also comes at a cost. Unfortunately, the evidence reveals
that although the technical efficiency has benefited from the embodiment of the new
medical technology, the scale efficiency remains unaffected (Tsekourasa et al., 2010).
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Moreover, few innovations in technologies had a substantial impact on reducing
costs and improving efficiency (Blank and Van Hulst, 2009).

In this context, there was significant interest in conducting studies in the area of
health economics to propose solutions to curb the rapid increase in healthcare
spending and to improve the efficiency of the healthcare system. Thus, an insight of
the relationship between technology and cost provided relevant results that could
influence the long-term cost growth by controlling the availability and diffusion of new
technologies (Blank and Van Hulst, 2009). Moreover, most studies analyzing the
hospital efficiency focus on technical efficiency (the maximum output given, the input or
the minimum input usage given the output), the scale efficiency (the maximum
“average product”™—i.e., no increasing or decreasing returns), and/or cost efficiency
(the minimum cost given, the input prices and the output quantities) and their
determinants (Ferrier, et al., 2013).

In this context, our study aims to measure the technical efficiency of public
sector hospitals in Romania, to identify the inefficient hospitals and the input
reduction required to make them efficient. Consequently, the second hypothesis
seeks to validate the positive association between the input and output variables and
the efficiency level of the hospitals included in our sample:

H2. There is a positive association between the input and output variables
and the efficiency level

In the next sections we develop the hypothesis in order to fulfill the objectives
of the study.

3. Methodology framework
3.1 Method

The performance of the healthcare system is an important issue and has been
analyzed in many studies from the efficiency perspective by using a non-parametric
analysis model known as Data Envelopment Analysis (DEA). DEA is a non-parametric
frontier technique used to search for optimal combinations of outputs and inputs
based on the real performance of comparable units (Ozcan, 2008) or decision-making
units (DMUs). This approach measures the efficiency by determining the capability
of accommodating multiple inputs to produce multiple outputs and also establishes an
efficient frontier (a graphics segment generated by the efficient units) as a benchmark
for underlying the efficient hospitals and the inefficient ones. Moreover, this method
highlights the means of increasing efficiency by indicating what inputs must be reduced
or what outputs must be increased so that a hospital reaches the efficiency frontier. In
DEA, the maximum output that an enterprise can produce from a set of inputs is estimated
from the best performers tracing out the border. This efficiency border can be viewed as
a benchmark for assessing the efficiency of an organization (Bryce et al., 2005).

Some studies (Burgess and Wilson, 1996) apply DEA to U.S. hospitals to
determine whether the ownership structures — not-for-profit (NFP), for-profit (FP),
federal, state, and local government hospitals — influence their technical ability to convert
inputs into outputs. Their investigation reveals that FP hospitals are more efficient

35



than NFP hospitals and that NFP hospitals are more interested in providing high-quality
services rather than obtaining profit. There are authors (Ersoy et al., 1997) who used the
constant return to scale model (CRS) to 573 Turkish general hospitals, highlighting that
inefficient hospitals use a large number of specialists and primary care physicians, with
over two times the number of beds than the efficient ones. However, even with their
excess inputs, inefficient hospitals produce fewer outputs than their counterparts. In
Germany, public hospitals are more efficient than private ones because they use
fewer resources (Helmig and Lapsley, 2001), compared with the significant investments
in improving the quality of medical services in private hospitals.

Following prior studies (Bates et al., 2006; Lee et al., 2008; Wang et al.,
2010), this research applies the input orientated model to assess the efficiency of using
public resources in case of the Romanian county hospitals. Based on available data this
study provides evidence on the technical efficiency of 20 public county hospitals in
Romania for the year 2014. Given the size, diversity, and complexity of the healthcare
services provided by these hospitals, they are among the largest consumers of
financial resources in the Romanian Healthcare System.

The last part of our empirical studies uses the Tobit analysis, which is suitable
for continuous data that are censored or bounded at a limiting value (Osgood, et al.,
2002) and allows for the estimation of the impact of independent variables on the
uncensored variables (Wang, et al., 2010).

Tobit regression represents an alternative to the OLS regression and is
regularly used in modeling DEA scores (Hoff, 2007). A large number of studies use
the Tobit regression procedure in the second stage of the DEA analysis (McDonald, 2009;
Simar & Wilson, 2011). Given that the efficiency scores determined in the first stage of
DEA model are between 0 and 1, the use of techniques such as Tobit regression or
an exponential function model is preferable, because they are easy to interpret and can
accommodate both categorical and continuous variables without changing the
number of efficient DMUs (Yang & Pollitt, 2009).

3.2 Variables and data
First of all, aiming to perform a cost-oriented analysis the Romanian public hospitals,

we consider the most popular variables for applying DEA in the healthcare system
(ONeill et al., 2008), thus using similar inputs and outputs for our model (see Table 1).

Table 1. Variables considered for DEA analysis

Variables Literature references

Inputs:

(a) number of beds Tiemann and Schreydgg (2009); Kirigia, et al. (2008); Staat (2006);
Hu and Huang (2004); Puig-Junoy (2000); Ersoy, et al. (1993);
Valdmanis (1992)

(b) number of doctors  Ng (2011); Kirigia et al. (2008); Puig-Junoy (2000); Ersoy et al.
(1993); Valdmanis (1992)

(c) non-salary operating newly introduced by our study

expenditure
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Variables Literature references

Outputs:

(d) total operating Lobo, et al. (2014); Du, et al. (2014); Kirigia, et al. (2008)
revenues

(e) the number of Du et al. (2014); Staat (2006); Thanassoulis (1993);
cases Valdmanis (1992)

(f) hospitalization days Lobo et al. (2014)

Source: authors’ projection

Following the selection, we provide arguments to support the choice of each
variable considered for our model:

(a) Number of beds — is used as a proxy for the hospital size, aiming to
determine if managers are using hospital facilities in an efficient and effective way.
Prior evidence suggests a positive association between the number of beds and
efficiency (Hu and Huang, 2004; Tiemann and Schreydgg, 2009), thus revealing that
an increased number of beds improves hospital efficiency.

(b) Number of doctors — is used as a substitute for the labor force. Capital
and labor are both imperial in delivering healthcare services in hospitals (Ng, 2011).
Some studies measured the labor through other related variables, such as the number
of physicians, including residents (Puig-Junoy, 2000) or by considering only the
inhabitants (Valdmanis, 1992), as well as the number of doctors plus nurses (Kirigia et
al., 2008).

(c) Non-Salary operating expenditure (NSOE) — is a new variable introduced in
our DEA model as a consequence of prior literature limitations (Ki