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INTRODUCTION

Competition policy faces a major challenge, generated
from technological complexity of the new products and
sophisticated refinement of the new markets. This reality
requires an adaptation of the economic analysis to understand
these innovations and to assess properly; to what extent their
inclusion in the economic system will encourage or restrict
competition (Stoica, Palma Martos, 2009).

Internationalization, liberalization of global financial
markets and banking harmonization in European Union (EU)
are factors that affect competition. This has a strong impact on
the financial system as a whole. An adequate level of market
concentration and competition should protect financial
stability and also to lead to a better development of the
economy, both nationally and cross border. Within Single
Market, the ability to compete and survive has become a very
important fact on a European market, increasingly integrated.

European integration is an event with impact on every
economy and every EU financial field, is important in terms
of regional implications and also in terms of global
consequences. One of the EU’s main objectives is to build a
single market for financial products. As long as the financial
system is essential in allocation and redistribution of
economic resources, a single market for financial services has
the potential to significantly improve investment and also to
ensure economic growth by removing barriers and
differences.

The developments of national economy, regional and
by extension, even global economic developments are closely
linked to the existence of a competitive banking system, stable
and profitable. Positioning to the market, to the customers,
continuous development in terms of products, services and
information channels, knowledge, adaptability and flexibility
are the challenges that banks face daily.
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This evolution, to a single financial area is pursued in
terms of structural changes that have occurred over time, the
pattern of surveillance and regulation. The analysis is based
on a range of indicators while capturing the impact of the
financial crisis that broke the long-term growth trends.

Presentation of the single market’s outlining aspects
are developed gradually, starting from introduction, where is
argued the importance of the topic, banking competition is a
very highly debated topic among experts, whether they are
academics or practitioners.

Research has as main objective to examine in detail
the changes and the consequences arising from the formation
and expansion of the European Single Market, the
introduction of the euro, while considering the impact of the
crisis and the various types of financial supervision on
competition in the EU single market.

The objectives followed during the research are:

- Analysis of the EU regulations’ impact on banking
competition;

- Using principal component analysis, in order to
observe the impact of the single market on national banking
systems;

- Using the Taylor rule to evaluate European Central
Bank’s (ECB) monetary policy;

- Quantifying the impact of competition within EU
using Structure-Conduct-Performance (SCP) Paradigm and
the Lerner index;

- The evaluation of different types of financial
supervision’s impact on banking competition using
econometric computation, logit model;

- Analysis of the impact of the micro and macro factors
on EU banking competition — panel analysis.

To better underline the changes and the impact that
European Single Market has generated over time on banking
competition is necessary to develop an analysis starting from
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general and reaching to particular, and then an overall
observation of the two aspects analyzed. This form of analysis
is required because the EU banking market consists of 27
different national banking systems, which together tend to a
unique operating structure.

STRUCTURE OF THE DOCTORAL DISSERTATION

The doctoral dissertation treats the impact and the
development of single European banking market on banking
competition. Competition will be analyzed in the 27 national
banking systems of the EU Member States and also overall,
on EU-wide, while analyzing the differences between Euro
Area Member States and the ones where the national currency
is not euro.

Summary of the 1* chapter

THE ROLE OF COMPETITION IN SHAPING SINGLE
EUROPEAN BANKING MARKET AND EMU IN
EXTENSION CONTEXT

In the 1% chapter are presented, first of all, Economic
and Monetary Union’s stages and the evolution of the single
market banking evolution, in order to define the overall
framework for both, banking and research activity.

Also, in this chapter, considering the literature and the
real economy | defined, analyzed and highlighted the main
differences between “competition” and “rivalry”, in terms of
meaning and form. This position is essential to track, analyze
and monitor the progress, the impact and the effects of
competition in the single European banking market.

At the end of this chapter, | applied a factor analysis
method, named principal component analysis (PCA), with the



final goal to identify if the single European banking market
influenced significantly the Member States banking systems.

Summary of the 2™ chapter
FINANCIAL SUPERVISION, MONETARY POLICY,
EU REGULATIONS AND THEIR IMPACT ON
BANKING COMPETITION

In the 2™ chapter, | study the impact of financial
structure and EU regulations on banking competition, because
they allow the widening, deepening and speeding up
integration of the financial markets in general, and the
banking ones in particular.

The banking sector has a particular importance in
terms of financial system’s stability and also of the economy,
as a whole. Steps taken in order to form the EMU, marked
progress toward banking integration, step which was
interrupted by the financial crisis. Analysis of each banking
system was conducted from financial supervision, structural
indicators and correlating all these with monetary policy of
central banks.

In the end of the chapter, we evaluated the ECB’s
monetary policy through Taylor rule. Using a panel analysis
we examine whether the interest rate calculated through
Taylor rule, respectively if changes from target interest and
the commercial banks’ strategy influenced the demand and the
supply of the deposit and loans, and implicit the banking
competition.

Summary of the 3™ chapter
A CRITICAL APPROACH OF THE BANKING
COMPETITON

In the 3" chapter are analyzed the main approaches of
the banking competition, namely the structural and non-
structural. Using SCP Paradigm and Lerner index we
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analyzed the evolution on banking competition within EU
Member States.

To a have a complete image of the banking
competition’s analysis at EU level I used a method belonging
to structural approach and also indexes from non-structural
approach.

Summary of the 4™ chapter

IMPACT OF THE MICRO AND MACRO FACTORS
ON EU BANKING COMPETITION - PANEL
ANALYSIS

In chapter 4, using a panel analysis, micro and
macroeconomic variables belonging to Member States and
their banking systems | analyzed the main trends and their
influences on banking competition.

Summary of the 5" chapter

CAUSALITY BETWEEN COMPETITON AND
PROFITABILITY IN ROMANIA MEMBER STATE OF
THE ENLARGED EUROPEAN UNION

In the last chapter, using Granger causality, we
examined the interrelationship between banking competition
and efficiency, over a 7 years period, in Romania.

CONCLUSIONS

Until now, the belief and the new position in the
banking sector’s competition area in the EU, according to
different results shown by various studies, show that the
banking competition in EU is a monopolistic one, which
shows that the banking market in EU will suffer more changes
in the future. A big part of the membership countries,
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especially the small ones have a very strong and concentrated
share in the banking sector. This can be measured by
analyzing the share the first 5 institutions have out of the total
assets in the banking sector. The rules and regulations of EU,
together with the training of the UEM have created a place
where all players are equal. This is just a first step, because
the cross border activity hasn’t met a growth as initially
predicted.

The first chapter contributes to the literature review
by using the PCA method. The conclusions out of this
analysis, where the GDP and the banking assets were used as
main indicators for the 26 states are the following: a constant
growth of the mentioned ratio for some countries, and even
sometimes a double figure for the mentioned proportion, that
can be due to the widening of the European banking segment,
to the impact of the regulations and also to overcoming the
hold-ups related to the products and services (regardless if
they are members or not of the EU).

In the second chapter, I did an analysis of the rules
and regulations related to competition in EU to define the
structure and the content overall, and in particular | tried to
highlight the implications of the main regulations and
arrangements in a Single Banking Market, where the products
are intended for national use and also for the clients outside
the boundaries. This has to be done in the same way and also
involving the same costs.

Competition in the banking sector was proven to be a
strong point as long as the main target is a balanced growth
considering the economy. In this idea, some boundaries have
to be set in matters of loans, costs of the available products
and also the market share. Competition is also associated to
efficiency. A competitive banking system will influence
decisions and will distribute the resources more efficient to
the society, also improving stability. The analysis of banking
competition is very important and has to take place
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considering the stability of the whole financial system.
Everything from the structure of the analyzed market to the
rules and regulations has to be considered while doing the
study.

In this same second chapter, | analyzed the impact of
the financial supervision over the competition in the banking
sector, for EU, using the logit model. Results have shown that
the impact is not very high, so at the end of the year, this
won’t make a difference and a better supervision can’t
guarantee better indicators. A better supervision is the result
of more stringent regulations, free from political influences, it
iS more important to accept the fact that the institutional
structure is not perfect and the regulations should be improved
than to change the structure of the supervisory institutions.

Taking into consideration the global financial crisis
and the fragile worldwide economic growth, the analyzed
subject is an important one. From what | have read so far in
the literature, a panel analysis, which analyzed the impact of
monetary interest rate deviation on banking competition for
all the EU Member States, was not used. I used Taylor’s rule
to analyze the impact of EU enlargement on national banking
systems of the 27 EU Member States and also | took into
consideration the fact that monetary policy of the central bank
and ECB have a direct impact on competitive environment.
Except direct competition on the banking market, both
nationally and cross border, where supply and demand meet,
banks in their competitive strategies are directly influenced by
the deviations from the policy rate target.

In the 3 chapter, we analyze the main aspects of the
academic literature regarding the two competition approaches,
the structural and non-structural and selected the most
appropriate and relevant methods of its analysis.
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The conclusions show that countries from Euro Area
have a value of Lerner index higher than countries that have
not adopted the euro as national currency, this means that
during the analyzed period, the banking competition is
stronger in countries that are not Euro Area’s member, which
may be explained by the interest decrease on domestic
markets, more mature, and orientation to markets from
Central and Eastern Europe, with greater opportunities to get a
high profit.

Prudent bank behavior occurred as the effect of the
financial crisis led to a decline in the EU-wide competition.
Taking into consideration the above mentioned facts, the
overall competition in the EU recorded an upward trend and |
believe that the adoption of the euro and European integration
are determinants key.

In the 4™ chapter, | used a panel analysis. Empirical
results points out that in the EU, net interest margin and
operating cost have a strong influence on banking competition,
represented by Lerner index. There are not major differences
from overall EU average, if we made distinguish between old
and new Member States, in the context of selected variables.

However, the results suggest that in the expansion
strategy, the withdrawal or entry into the national or cross-
border banking systems is important to take into calculation of
the marginal cost and price, net interest margin obtained in
total earnings generated by assets and operating expenses. Net
interest margin influences directly the marginal cost and price
strategy, and the operating cost influences conversely.

Macroeconomic environment, defined in this model
by GDP, has not a significant impact on the marginal cost and
price, given that at this time banking can be done both
nationally and across borders. Backwards, important
economic implications of banking competition are observed in
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defining strategies for reducing financial services’ prices and
increasing access to credit and investment in the EU.

Chapter 5 is devoted to the interrelation analysis
between competition and efficiency in Romania, in 2004-2011
period using Granger causality. Contribution to the literature
consists in applying Granger causality in Romania case, the
result fall within previous research, that competition
positively affects return on equity and the profitability
indicators have no influence on the Romanian’s banking
system concentration degree. Considering the globalization
process, the effects of the recent financial crisis, the increased
competition with major banking groups, Romanian banking
system is on a change period.

Competition is generally seen as a positive influence,
often associated with an increased efficiency and
improvement of the products and services offered to
consumers. Contribution brought to the literature, is to
provide the first panel analysis, from what | know until now,
where had been used as a dependent variable a non-structural
approach’s indicator and as independent variables indicators
belonging both to the micro and macro environment.

On future research directions, they can be oriented on
a more detailed analysis at the micro level, which can make a
comparison between banking groups that operate in different
national markets, observing the integration impact, both
nationally and cross border, on baking competition.
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