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Abstract: In this paper, the author proposes himself, fisfjefine, in his view, and to outline the conteht

" bank loan portfolio", starting from the requiremte of its efficient management, considering thatproper
use of the concept favours the treatment of rel&sdes, both in theoretical and, especially, inkbay
practice, for which, there are invoked approactethie expression cited in other works in the fgreand
Romanian scientific literature. Furthermore, itasgued the need and the possibility of the applieat
approaches to banks' loan portfolios, in terms wdrgitative dimensions, but especially from quéira
perspective, through their structuring on typeslazns currently in progress. In this respect, thaere
processed and interpreted data that characterzefatmation and administration of loan portfolios o
commercial banks in Romania and in other Europeamntcies, resulting findings, assessments and
conclusions, having resonances in the theory aactipe of banking.
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1 Introduction

Lending activities performed, in principle, by comwgial banks imply manifesting of credit
relationships, between banks, in the position eflitors, which are granting money amounts as loans,
on one hand, and customers of them (legal entitigadividuals), as beneficiaries of the borrowed
money, on the other hand, based on some specifitants, assumed by both parties. Naturally, this
requires the presence and concurrent conduct olltitude of credit reports based on contracts,
between the lending banks and the debtor clientduding a great variety of specific elements,
conditions, impact factors and multiple effects.

Therefore, each of the loans granted by a banlsigagicant distinctive elements in carrying ouéth
lending processes, banks accumulating claims, waiehreflected within loan portfolios of different
sizes, with complex structures, involving, at taeng time, a differentiated "exposure” of each @ne t
the credit risk.

2 Theoretical Approaches

Like other concepts, bank loan portfolio is lesprapched on theoretical plan, but is used in practi
with various meanings, aiming the its constitutements, as a whole or only some of them, starting
most times, from context in which this expressimivoked, both in the scientific literature andhie
normative documents. So, for example, in foreigerditure, the loan portfolio is conceived as
expression of “loans that have been made or boaigthitare being held for repayment[...] as major
asset of banks and other lending institutions” {§@903). Likewise, in other sources it is conside
that, on a general level, the loan portfolio catssis “the loans (in the sense of debt — our contjnen
that a lender or a buyer of loans is owed,[...] isés an asset on the lender's or investor's balance
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sheet (Farlex, 2011), but also by “the total ofl@#ins (claims receivable) held by a bank or firanc
company on any given day (Business Dictionary, 2012

The same concept is approached in our scientiéicaliure, most time, without explicitly outlinintsi
meanings. Thus, the expression of loan portfoliawsked, for example, in the context of its repart
on some elements specific for the banking managenseich as calculating of some credit risk
indicators or analyzing banks’ activity etc. Itggated thus, that “a special problem for bank$és t
loan portfolio analysis, taking into account thie [of each loan, since its request until its effexct
reimbursement” (Trenca, 2003, p. 169) and thattlia moment of granting the loans, the loan
portfolio is founded” (Ungurean, 2001, p.75). Sassessments print, implicitly, on this conceptp als
the meaning of ensemble of the ongoing loans gildmfea bank to its clients.

In another work, there are made references on #efulmess of some indicators which are
characterizing the bank lending activity, includimgtheir name expressions such as “the degree of
covering losses from loan portfolio out of the petfit” (Hoana, 2001, p. 127) as well as on the
“theory of anticipated revenue”, which “considehng foan portfolios as liquidity source [...] because
the loan portfolio provides the bank a continudaw/fof funds” (Hoara, 2001, p. 225).

Similarly, regulations regarding this area statt thhe banks should categorize their loan poufoli
according to the methodology [...] twice a year [. BNR, 1994, Norma 3), including only the loans
granted in the private sector, for companies, idials, other credit institutions etc.

Also, it must be noted the use, within the samenéwork, of the notion of banks’ exposure from
granted loans, given a classification of it, simita that on their loan portfolios. In this regard
subsequent amendments to this regulations, no g the portfolio term, but they concern the
exposure, not only for the loans effectively granteut also by considering the engagements assumed
by the banks, likely to be materialized later, gatieg similar risks as the ongoing loans. We
appreciate that, the two concepts have, howevstindi meanings, although they aim, at a large
extent, aspects of whose content interferes inbtink lending activity. Thus, it may be recognized
that, in principle, the loan portfolio of a bank ams, at a given moment, all loans granted by thakb

to its customers and ongoing, according to someideats such as credit contracts. In comparison,
the exposure of the creditor banks aims, direthiy,measurement of the risks assumed by each bank,
by granting loans to various clients, under digtigcconditions of obtaining, use and reimbursement
of them, for which there are taken also measuigardeng the bank prudence area.

It is clear, however, that the proportions of tixpasure to the credit risk, for a bank or anotlaee,
determined by the quantitative and, especiallylitptize dimensions of the loans composing the loan
portfolio of each bank. Though, from this perspestihe loan portfolio must be approached, not only
as global amount of loans, but also, in particudar structure based on the purposes of the granted
loans, taking into account impact factors, spediich on the loan’s purpose and on the client who
becomes debtor of the bank.

At the same time, it can be seen that the quangtalimensions of the bank loan portfolio evolves
under the incidence of the manifestation of the aleanand the supply of loan capital, in interaction
with changes occurring in the real and monetaryketabut also under the influence of the promoted
monetary and credit policies, in time and spacethla context, is included also the presence of a
specific correlation within the running of bank digmg process, that between the formation or
accumulation at banks disposal of financial resesiron one hand, and their redeployment within the
bank lending relationships, on the other hand. Adiogly, it occurs between the total usable credit
resources and the total volume of loans grantell tocustomers, at a time (or within a specifieddim
period).

At the macroeconomic level, considering the twaonion global dimensions, such a correlation can
be summarized as follows:
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Equation 1 The correlation between banks’ credit resourcesbamks’ granted loans

2 Rs =D Lg
where:} Ry, - banks’ credit resourcesl o, - banks’ granted loans

In turn, however, the total amount of usable resesifor lending, at the level of the creditor bariks
constituted, in principle, from their own liquidd8 and, especially, from those attracted to their
disposal from their rightful owners (individualscalegal entities). These resources corresponddio ca
availabilities, representing a part of the moneypdy put into circulation, at some time. But, t@mth
there can be added also resources resulted fronmuavetary issues that are intertwined with bank
lending within the context of refinancing commetdianks by the central bank, giving expression
also to the fulfilment of a specific function ofettbank lending. However, the amount of credit
resources created by new monetary issues, primeoitglitioned by the increase of the volume of
goods and services transactions and implicitly &@PG may be amplified under the impact of
implementing some expansionary monetary policiaghSpolicies are promoted often within the
framework of economic and financial crises, to supphe growth or revival of the real economy,
confronted with the lack of liquidities necessamy the production and trade of goods and services.

It is also of interest the fact that a significpatt of the lending resources can be used for ihgnaliso

by non-banking entities, including by direct cradiationships between persons which offer avatlabl
money amounts and others requiring loans, beinindisshed, in this regard, other forms of loans,
such is the bond loan performed on stock exchar@essequently, the size of bank loan portfolios
are influenced also by the extent to which lendiegpurces are used by non-bank lenders, with the
effect of reducing the part usable on commerciakbdevel for issuing new loans, situation that can
be expressed synthetically by the following formula

Equation 2 The banks’ credit resources formula

Y Re =2 Ru~ 2R,

in which: 2Ry, - banks’ credit resourceZR., - macro level credit resourcesR., - non-banking
entities’ credit resources

The approach from the qualitative perspective @& bank loan portfolios, aims primarily their
structural components, starting with their creatéord following the evolutions registered by them,
because they are marking deeply the quality oetieh bank activity and directly the lending one. In
principle, the structure of the loan portfolio hights many aspects that characterize the bankrignd
relationships with the borrowers, reported to th#ilinent of the contractual obligations. In this
respect, a particular importance is given to th&tidations of the borrowed amounts, reported to the
final result of the actions or objectives financaod the way of foundation of lending decisions,
starting from customer creditworthiness analydis, e

In the same context, it is to be noted that, indase of the bank loans for the real economy, tredi
processes are intertwined and interrelated withoties of production of added value, respectively of
production, distribution, circulation and consuroptiof GDP. They are reflected in new goods and
services whose value size interact with those diggrthe increase of money supply, including with
the size of credit resources and of bank loan pliot.

On the other hand, it appears that, although bankihg emerged in direct connection with the
development of material activities (characteribicthe real economy), it included, further, morela

more intangible activities. Among the latter, agregasingly important place was gained, along the
way, by the financing through bank loans of puhliecproductive, activities, in which, most time, kan

loans cover expenses reflected in the state budigfatit. Or, in this case, bank lending interacts,
usually, with the processes of final consumptiohjclv does not ensure any recovery of the financial
resources that were spent. This makes the complatiothe bank lending processes, itself, by
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reimbursements of the loans and related interegtneats, to depend on the redistributions of
financial resources, corresponding to value creigt@daterial activities.

From the perspective of bank loan portfolio sigrfice, it is interesting to note also the fact, thath

on the theoretical and applicative level, loanstgd to entities engaged in such activities, esigci

in the public sector, are considered risk-free &athks confirmed in recent years, a trend for
increasing these investments, they becoming mdractve, particularly in times of recession or
economic and financial crisis. Moreover, startingni the considerations regarding the credit risk
existence, it appears that such loans, grantedyrosgovernments, named also “governmental”, are
not treated like those granted to the private seetithin bank loan portfolios. Therefore, by thaywv

of approach, the content of the loan portfolio doesinclude these “governmental” loans, which are
presented separately as “portfolio of state bonkdd ather negotiable bonds” (Haan 2001).
However, the realities faced by bank lending, eisfigdn the current sovereign debt crisis condip
highlight the presence of a real risk also in thsecof loans for public entities, respectively tates
they implying also potential losses for the creditanks and justifying their treatment within bank
loan portfolios, among those put in the privatet@edhe most eloquent case is that of Greece, for
which the commercial banks, as private creditors,pat in the position to give up claims related to
the loans granted by them to the Greek state, figpdinemselves, thus, losses of tens of billions of
Euros, which affect very much their financial statu

Furthermore, it is worth mentioning that by the badending to public activities it appears also a
transfer of (available) financial resources frora firivate sector towards the public one, to finance
usually, unproductive expenditures, a phenomenaavkrin the scientific literature as "crowding out"
(Dornbusch & Fischer & Startz, 2008), whose modexgression may be questionable.

Therefore, we consider that the bank loan portfolisst be defined and approached as a whole of the
loans granted by banks and not yet reimbursed éygtltomers, at a time, admitting that its strctur
includes all ongoing loans, contracted with cust@rzelonging both to the private sector, and the
public one (government).

According to the above approach, it can be accefitada global dimension (considered on macro
level) of the bank loan portfolios correspondshe totality of the loans granted by all commercial

banks operating in countries (e.g. Romania). Tinsedsion has correspondence in an indicator of
banking activity, called "domestic credit" (NatiorBank of Romania, 2012), which is structured, in

its turn, on two components, representing the sdinthe bank loans granted to private entities,

respectively the sum of the bank loans granteditbipentities (governmental).

3 DataAnalysisand Interpretation

In relation to the considerations set out and tlaetre in Romania, it appears revealing for usst f
approach to bank loan portfolio, targeting the ligtaof the portfolios held by commercial banks,
having correspondent with the global and structdiaensions of the "domestic credit”, respectively
with the loans granted to private entities, on baed, and the public (non-governmental type), @n th
other hand, in the period 2006 - 2011, accordindgta presented in Table 1.
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Table 1 Dimensions of bank loan portfolios, expressed by domestic credit and its components, in Romania

- in millions Lei -
out of which:
. L oans granted Loans granted
ﬁg' Period g:;il I%‘;Ln?'c to private entities to public entities
’ (non -gover nmental) (gover nmental
Amounts (%) Amounts (%)
1 200¢ 95.92¢ 92.37¢ 96,3( 3.54¢ 3,7C
2 2007 157.751 148.18p 93,93 9.5[71 6|07
3 2008 215.261 198.056 92,01 17.205 7,99
4 2009 246.694 199.8817 81,02 46.811 18,98
5 2010 270.664 209.298 77,32 61.375 22,68
6 2011 292.849 223.034 76,16 69.815 23,84

" does not include loans for non-resident custonur represent outstanding balances at the ethe gear

Source: National Bank of Romania, Monthly Bulleblecember 2011, p.34-35. Web page. Retrieved from
http://www.bnro.ro/Publicatii-periodice -204.aspx

Although the data in Table 1 are outstanding baarat the end of those years for the granted and
ongoing loans, assuming relatively different levélsing each year, they highlight a trend of strong
growth, with large jumps in 2007 and 2008, in whittere has been registered also significant
economic growth. But, taking into account also $ltreicturing on the two components, we remark
major differentiations of the size of loans granted private entities, generically named “non-
governmental credit”, to those granted to publitties, called "governmental credit".

Likewise, it results that there has been registeredtinuous and consistent growth of the loans

granted by banks to private persons, especialtiienyears of economic growth, but the increases are
much higher for the debtors that are governmere gitities and especially in the years with crisis.

Likewise, it requires observation also the findihgt, over the period considered, the shares in the
overall portfolio of the first component decreaggdm 96.30% to 76.16%), but those for the second

component have amplified much (from 3.70% to 23.84%

The mutations occurred, especially in the structfréank loan portfolios highlight, strongly, the
impact of the manifestation of the financial crishés generating reductions in the activities et

the real economy, and implicitly, of the loans ceoted by the private economical entities,
simultaneously with the increase of financing ofvgmment entities by banks, primarily, of the
increased public deficits. In this respect, it ignfficant the massive growth of the volume of bank
loans granted, especially to the government, wisbsee increased from less than 4% to almost 24%
of total bank loans volume, which is, basically, amesirable phenomenon. In particular, it appears
irrational for us, the situation in 2007 and 2008en there were granted and used huge loans to
finance larger unnatural deficits under conditiohgnaximum economic growth in Romania.

In the context of current financial crisis, the bdman portfolio analysis, in terms of quality, bdson
their structure are intertwined (up to a possibllessitution) with the one of the exposure from tsink
loans (with interest), granted and not yet reimédrby the debtor customers. In this respect, we
consider that some overall assessments can beneththy reference to the structuring of bank loans,
first of all, in current and past due loans, arehkin lei and in foreign currency. Under theseeets)
can be enlightening the analysis of data on loaastgd by the banks from Romania, to resident and
non-resident customers from the private sector gmrernmental),in the period 2007 - 2011,
presented in Table 2.
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Table 2 The general dynamics and structure of bank loans (final balance) granted to non-gover nmental
customers

- in millions Lei and as percentage -

Crt. Period| 2006 2007 2008 2009 2010 2011
No. %

| ndicator s~ |amount amount |% amount |% amount |% amount (% amount |%
1 Loans in

Lei” 49.083 |100 67.800 100 83.746 100 79.78§ 100 77.456 100 81.822 100
2 current

loans

in Lei 48.80f (99,42 | 67.03¢ 98,8¢ 81.93¢ 97,84 75.327 94,4(] 69.85{ 90,1¢ 72.52! 88,6«
3 overdue

loans

in Lei" 278 0,57 762 1,12 1813 2,1 4.465 560 7.603 9,82 9.297 11,36
4 Loans in

foreign

currency”  |43.797 |100 81.46]1 100 115.361 100 121.40% 100 133.391 100 143.340 100

5 current
loans in
foreign
currency  |43.690 |99,76 81.131199,59 114.372 99,14 117.713 96,96 124.839 93,59 131.307 91,61

6 overdue
loans in
foreign
currency  |107 0,24 330 0,41 988 0,86 3.692 3,04 8,552 6,41 12.033 8,39

overdue loans refer only to loans’ outstanding amth not include off-balance sheet positions.
includes loans granted to resident and non-resicestomers

Source: National Bank of Romania, Loans and depasiterritorial profile. Web page. Retrieved frdutp://www.bnro.ro/
Credite-si-depozite-in-profil-teritorial-3171.aspx

According to data of Table 2, it results that ,amting the overdue loans in lei, their share ingeda
year after year, starting with 2009, reaching tero¥1% in 2011, meaning an increase of over 10
times compared to 2007 and nearly 20 times compar@®06. By comparison, out of the loans in
foreign currency, the overdue ones have registienedr proportions, with smaller weights, but have
still been rising, from 0.24% in 2006 to 8.39% B2, meaning about 35 times to 2007.

Such mutations lead to the appreciation that thentation towards foreign currency loans is a
significantly more risky choice, both for the cusiers, by affecting their reimbursement capacity
(under the impact of "currency risk" factor), ammt banks, by the stronger degradation of the bank
loan portfolio quality, involving also higher costs

Also, from the perspective of loan portfolio qugliand under the incidence of financial crisisy¢he
are relevant also, the data in Table 3, regardiagytoss exposure of banks in Romania.

Table 3 Gross Exposure (final balance) of banks by category of loans (with interest) for non-bank
customers

- in billion Lei and as percentage -

Crt. Perioq2006 2007 2008 2009 2010 2011

No. (Indicato amount | % amount| % amourlt % amouht % amolint 9 amunt
Total grantec
loans (out of

1 which:) 89.33Y 10( 145.092 100 192.479 100 192.790 100 205.658 100 219.450 100
Standard

2 Loans 46.37¢ 51,94 67.36(] 46,45 118.62¢{ 61,65 103.26¢ 53,51 96.45¢ 46,9(| 101.60¢ 46,3(
Under
surveillance

3 Loans 35.86] 40,14 63.607 43,84 47.37Q 24,61 43.156 22,38 44.216 21,50 42.821 19,51
Substandard

4 loans 4584 5,1y 8315 5,73 13906 7,22 16.890 8,76 22.183 10,79 23.936 10,91
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Doubtful
5 loans 93¢ 1,04 2075 143 3993 2,07 6.637 3,44 9.091 4,42 10.209 4,65
Loss loans 1574 1,7¢ 3.735 2,57 8.581 4,4 22.839 11,85 33.712 16,39 40.875 18,63
"~ Romanian legal entities

Source: National Bank of Romania, Monthly Bulletidecember 2006-2011. Web page. Retrieved from
http://www.bnro.ro/Publicatii-periodice -204.aspx

According to data from Table 3, in the boom ye&80{-2008), it has substantially increased the
volume of loans granted by the banks in Romanige@ally to companies and population (over 62%
in 2007 compared to 2006 and over 32% in 2008 coedp 2007), but in subsequent years, growth
was much lower. At the same time, it is obviousralency of deterioration of the quality of bankroa
portfolios, which has worsened starting from 20@3lected in significant increases in weights o th
categories "loss", "doubtful" and "substandard"e3dy together, have increased from 7.94% in 2006
and 9.73% in 2007 to over 34%, of the total expesfrbanks, in 2011, and only the weight of the
loans considered “loss” by the banks in Romaniasasented, in 2011, about 19% of the total.

The mitigation of private sector (companies andypajon) credit growth and the degradation of the
loan portfolio quality during the period 2008 - 20Qlexpressed by the large proportions of
nonperforming bank loans, occurred under the impacthe financial crisis manifestation, on

international level. Those phenomena have multiplggative implications on the activity of

commercial banks, through the additional costs wfitb provisions, increased uncertainty to the
applicants for new loans, etc.

There become, thus, of great interest the evolstiegistered by the nonperforming loans (including
the loans upon which the debtor has not madelitscsded payments for at least 90 days, or according
the regulations are in default or close to defairtEuropean countries, and for this purpose aeul

the data in the table below:

Table 4. The volume of non-perfor ming loans, in some European countries, and their dynamics’

- billion EURO -

Period Increase Increase
Country 2008 2009 2010* | 2008-2009 2009-2010
Germany 142 21( 225 48% 7%
United Kingdom 107 155 175 45% 13%
Spain 75 93 103 24% 11%
Italy 42 59 76 40% 299
Ireland 15 88 109 487% 24%
Subtotal 381 605 688 59% 14%
Greece 12 2( 24 67% 20%
Russia 1 17 19 1600% 12%
Poland 6 12 16 100% 33%
Ukraine 2 6 8 200% 33%
Czech Republic 3 5 33% 25%
Romania 1 3 5 200% 67%
Hungary 2 3 5 50% 67%
Turkey 8 11 11 38% 0%
Subtotal 35 76 112 126% 47%
Total 416 681 781 64% 15%

* values relate in most cases, to the existing ndopaing loans at the end of second and third qusde2010

Source: PriceWaterhouseCoopers, European outlookda core and non performing loan portfolios. Débg
Deleverage, Issue 3, April 2011. Web page. Retdiéw@n http://www.pwc.com/cy/en/press-
releases/2011/assets/Debating-Deleverage.pdf
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The non-performing loans (NPL) category reflected Tiable 4 is the expression of the deeper
deterioration of bank loan portfolios quality, erins of time delay regarding the scheduled payment
obligations of debtors, blocking also part of barlkading resources. In relation to those data, the
volume of these loans appears to be higher in dpeel countries, which is explained primarily by the
large size of bank loan portfolios, compared toditgation of other countries. Even more reveaiing
however, the dynamics of these loans, expressddibatbsolute amount and as percentage of growth
in the years considered. Thus, it appears that 2680has marked substantial increases in the wlum
of NPL in all countries under considerations, odag on the background of the deepening of the
financial crisis, the largest ones being recordedRissia, Ireland, Ukraine and Romania. Later,
however, under the effect of some emergency megsialen by banks to preserve the quality of loan
portfolios, and of the involvement of the statesptotect national economies, the trend of growth
slowed. Thus, although the data in the table, edl&d 2010, do not regard the whole year, is diall
admitted that these increases in NPL are signifigdower than the previous year.

On the other hand, it can be noticed that in d@egccountries, growth rates were significantly lowe
than those of Central and European countries, dugréater weakness of the latter ones, but also
because of some vulnerabilities of the bankingesgst

It resulted, therefore, the need to put more eniphas the measures for recovery of the economies,
but also of the banks’ loan portfolios, and alsoruach exigent selection of bank customers, in
relation to their ability to obtain stable and stiffint income for accessing and reimbursing of the
bank loans.

4  Final Conclusions

Complementary to the findings, assessments, cdookisand suggestions presented more detailed
throughout the paper, our research permits alslinog of some ideas aiming implications of the
constitution and management manner of the loariglmd of banks, in particular, respectively of tha
bank lending, in general. From this perspective, awasider that the options on structuring and
managing portfolios of loans should be based onr¢héties which characterize the running of the
targeted economic and financial processes, bothiwthe real economy and in the sphere of non-
added value activities, respectively of the publiproductive ones. Thereby, it should be admitted
also the possibility of manifestation of the crettk also in the case of granting of bank loanthto
government (state), banks following to treat thesekements of credit portfolios, including in terms
of assessing exposures to risk.

On the other hand, there are justified the appra@achthe differentiated treatment in granting loans
composing the banks' portfolios, depending to theiqularities regarding the lending activities’
finality, the ability of the customers to guarantke fulfilment of their payment obligations foreih
loans etc., to prevent their entry into categoviéh high risk of default, respectively that of ron
performing loans.

Of real interest to us is the concern for creatitmpugh appropriate banking regulations, of the
necessary premises for balancing the conditionsdstomers to access loans in domestic currency or
in foreign currencies, given the comparable adygegaand disadvantages offered, but also the
negative impact of major growth of the non-perforgiiloans category, outlined in the current
economic and financial crisis.

Also, we consider necessary to continue and furtbeearch on the implications of the way of
formation and structuring of bank loan portfolibydugh the destinations given by banks to their
lending resources, and, especially, to those iiaguitom the refinancing of commercial banks to the
central bank.

In this respect, we consider at least questionidepresent application of banking techniques of
reverse repo or repo type, respectively those basreithe purchase of government securities by the
banks, which could lead to a money issue unsupgpdrgea corresponding increase in GDP, or signify
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quite a diversionary pathway of financing publicoiiigh monetization of public deficits, which would
conflict with the existing regulations and scieiotdipproaches in the area of reference.
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