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1. Motivation
Over the last decades & in the context of
globalization → the relationship between
economic
development
and
financial
intermediation has becoming increasingly tighter
The financial sector
→ generally has a positive impact on
economic
growth,
through
its
fundamental role of reallocating resources
and channelling savings into investment
and consumption
→ during episodes of turmoil, it can
potentially become a source of systemic
risk amplification through contagion
effects or through a severe contraction in
the supply of credit → significantly affect
the real economy

Chart 1. The relationship between
economic development and financial
intermediation
Source: Wold Bank Database

1. Motivation (2)
Specifically, for the case of Romania:
→ the transition from a planned to an open
market economy in the beginning of the
1990’s prompted a wide economic reform
→ the development of the financial
sector served as one of the key elements
→ in the aftermath of the financial crisis, the
process of disintermediation was
triggered by a concomitant decline in
both demand and supply of credit
→ during the period of economic recovery,
the banking sector accumulated one of
the highest stocks of sovereign debt
instruments in the EU

Chart 2. FDI net inflows (% of GDP) and
credit growth to GDP ratio (%)
Source: World Bank, NBR

1. Main objectives
In this context, this paper provides a comprehensive analysis of the relationship
between credit and economic growth in Romania and tries to shed light on the
following subjects:


What is the role of the banking sector in fostering economic growth and the
causality direction between the financial and real sector?



Does any sub-component of the aggregate credit have a stronger potential in
stimulating the economic growth?



What was the impact and role of credit supply shocks vs. aggregate demand
shocks on the dynamics of the main macroeconomic variables?



Do the identified impacts vary depending on the phase of the business cycle?

2. Empirical analysis

Estimating the elasticity
economic growth and credit
2.1

between

2.1. Estimating the elasticity between economic growth and credit
Main idea: estimate bayesian rolling window (12Q) regressions to compute time-varying
elasticity coefficients between economic activity and the supply of credit from the
financial sector


Real GDP ↔ total credit



Consumption ↔ households credit



Investment ↔ non-financial corporations credit

Data:
→ 1995 – 2018 quarterly growth rates: estimating the time varying elasticity
coefficients and granger causality tests
→ 1995 – 2018 yearly growth rates for the cross-correlations and lead-lag
relationships

2.1. Estimating the elasticity between economic growth and credit


Real GDP – total credit growth rates
relationship is relatively stable in the
pre-crisis period, followed by an
increase after 2009 and an inversion
between 2015 – 2017 → a period of
creditless recovery



More recently → the elasticity
coefficient has become positive, on
the backdrop of lower statistical
significance



The coefficient for investment and
NFCs credit growth is significantly
higher → the multiplicative effect of
credit granted towards productive
economic sectors for the real economy

Chart 3. Results from rolling window Bayesian
regressions
between
economic
growth and
components and total and sectoral credit growth
Note: results are obtained for a rolling window of 3
years (12 quarters) using 10.000 draws of the Gibbs
sampler
Source: own estimation

2.1. Estimating the elasticity between economic growth and credit


Real GDP growth is lagging behind
total credit growth by roughly 2
quarters



Consumption
closely
household credit



NFCs credit is leading gross fixed
capital formation by 4 quarters → the
importance of a sustainable supply of
credit towards productive sectors in
order to support investment

follows

Chart 4. Windowed and Sample Cross-correlations
estimated for the macro and credit variables
Source: own estimation

2.1. Estimating the elasticity between economic growth and credit


The robustness check → the coefficient levels and dynamics are very similar between
the two radically different methodologies and simultaneously validates the choice for
the rolling window of 12 quarters

Chart 5. Results from VBKF model compared with rolling window Bayesian regressions
Source: own estimation

2. Empirical analysis

2.2 Identifying credit supply shocks and their
role in explaining economic growth

2.2. Identifying credit supply shocks and their role in explaining economic
growth


A TVP–VAR model with stochastic volatility and sign restrictions → the role played
by credit supply shocks over the main macroeconomic variables in Romania



Variables related to aggregate economic activity:
→ the real GDP YoY growth rate
→ a measure of price dynamics → the HICP YoY rate
→ the exchange rate → NEER YoY growth rate
→ a short term interest rate → ROBOR 3M
→ the yearly growth rate of the total stock of loans granted to HHs and NFCs



2002 to 2018 quarterly data → different stages of the financial and business cycles

2.2. Identifying credit supply shocks and their role in explaining economic
growth


The structural shocks identification methodology is based on sign restrictions, which
allowed us to avoid the usual recursive assumptions on the contemporaneous effects
between endogenous variables



The assumptions closely follow the traditional identification schemes used in
empirical literature (Gambetti and Musso, 2012)
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We identified two shocks → a credit supply shock and an aggregate demand shock

2.2. Identifying credit supply shocks and their role in explaining economic
growth
Chart 6. Impulse response functions to an aggregate
demand shock obtained from BVAR with sign restrictions
using multiple methods for the calibration of priors

Chart 7. Impulse response functions to credit supply
shock obtained from BVAR with sign restrictions using
multiple methods for the calibration of priors

2.2. Identifying credit supply shocks and their role in explaining economic
growth
Chart 8. Time-varying impulse response functions to an
aggregate demand shock

Chart 9. Time-varying impulse response functions
to a loan supply shock

2.2. Identifying credit supply shocks and their role in explaining economic
growth


Both contributions had a sign change at the end of 2008



The contribution of the aggregate demand shock to the credit growth variation
dynamics is considerably more significant



After 2011 → credit supply shocks have had a rather mild contribution to economic
growth → a slight upturn at the end of the analysed period.

Chart 10. Historical decomposition of selected variables to structural shocks obtained in the structural TVPVAR model
Source: own estimation

Conclusions


The relationship between real GDP and total credit growth rates is relatively stable
in the pre-crisis period, followed by an increase after 2009 and an inversion
episode between 2015 and 2017 → the Romanian economy experienced a period
of creditless recovery → the economic activity was bolstered by other measures
from other policy areas



A significant positive response of the loan growth to an aggregate demand shock →
an important effect of the real economy on the financial system



The response of the economic growth to a credit shock is positive but short–lived
→ the effect of a credit supply shock on the economic growth is both smaller and
shorter

Real economy

Credit

Conclusions (2)
Further development of the analysis → model including financial frictions to
better quantify the linkages between the financial system and the real
economy and the impact of shocks

Potential policy solutions to ensure a sustainable contribution of the financial
sector to economic growth relate to the strong relationship identified between
investment and loans granted to NFCs → the leading behaviour of NFCs’ credit
growth coupled with the statistically significant and high elasticity coefficient
→ credit plays an important role in driving investment, with positive effect in
ensuring a sustainable rate of economic growth
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