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Abstract. It is widely known that the level of interest rates related to loans is of primary
importance, especially when it comes to the relaunch of growth in the Romanian economy.
Depending on the size of the installments, the crediting of the investments can be made to a
lesser or greater extent. The exit from crisis and also the relaunch of the economic growth
will be unlikely without the investments secured through credits. Bank deposits are a source
of financing for bank loans. I also considered as enlightening the prospect of presenting the
difference between the level of interest on granted loans and those for established deposits.
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INTRODUCTION

It is certainly not an exaggeration to state that “money makes the world go round”,
because modern economies cannot be functional without money [4,6,17].

Banks face a multitude of banking risks that require assessment and management
[3].

Interest rates are used by the central bank to influence monetary policy, with the
aim of controlling inflation in particular [16].

The central bank may have control over short-term interest rates, but the real
economy will be influenced by the medium- and long-term interest rates applied by
commercial banks for loans granted to or deposits drawn from customers [12]. The level of
loans depends on the monetary policy interest rate, but also on a number of other factors
(inflation, economic growth, etc.), and influences decisions on savings, consumption or
investments. Lower interest rates will stimulate investment and consumption at the expense
of saving, and high interest rates encourage saving, reducing investment and consumption
on the short term [9,11,13].

By Government Ordinance 13 of 2011, the aspects regarding the legal remunerative
and penal interest in the situation of monetary obligations, as well as the regulations for the
financial-fiscal measures related to the banking sector, were established [19]. Thus, the
remunerative interest constitutes the interest that is owed by the debtor of the obligation,
that is, a sum of money at a certain term that will be given and that is calculated for the
periods prior to the fulfillment of the obligation’s maturity. Penalty interest is the interest
that is owed by the debtor of the monetary obligation for the failure to fulfill that obligation
when due [1,2,13].

Banks set interest rates on loans considering the demand for loans and deposits [7].

Various ways of expressing the interest rate were developed, after consulting the
specialized literature. The most relevant ones are those presented as follows:

* the interest rate is the amount of money that is paid for loans, i.e. a certain
percentage of the loan [18];
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* Dardac and Barbu define interest rate as the way in which the borrower repays the
loan, when the borrowed capital is used. Interest, according to this point of view, is the
“price of borrowed capital”, studied in relative and absolute terms [5];

* According to Jests Huerta de Soto, the interest rate represents the price that will
be paid at a term established by the contract signed with the banking institution, to obtain a
certain number of monetary units [8].

* Rothbard defines the interest rate as the price of goods at the present moment
expressed in the goods at future moments [10].

The objective of the paper is to present the importance of the interest rate
mechanism practiced by credit institutions, as part of the monetary policy transmission
mechanism identified in specialized literature, along with the credit mechanism and other
specific mechanisms.

MATERIALS AND METHODS

The paper identifies and analyzes the evolution of interest rates for loans granted to
the population and financial companies and their deposit rates.

Commercial banks carry out lending operations mainly based on the money sources
obtained through attracted deposits. Two groups of banking operations are highlighted:

- assets, which include lending and operations with securities, and we can
characterize them by the repayment term, the method of interest payment, the method of
repayment, guarantees and type of debtor.

- liabilities, mainly represented by the attraction of deposits, loans but also the issue
of securities. Variations in the interest rate determine the appearance of risks when the
interest rate changes on the financial market, which creates the conditions for a decrease in
income from interest and commissions and/or an increase in interest expenses.

Changes in interest rates can cause changes in the income received by banks from
interest but also in the balance sheet values of the assets and liabilities that belong to them.

The data presented by the authors in this paper were collected from the statistics of
the National Bank of Romania, as well as the monthly Bulletins in the period 2014-2021.
Based on the collected information, the authors performed their own calculations and
interpreted, as well as produced a series of tables and diagrams.

RESEARCH RESULTS

The interest rates charged by credit institutions to non-bank customers have
recorded mixed developments in the period 2014-2023.

From the analysis of the average interest rates of credit institutions practiced in
relation to non-financial companies and households, we mention the particularities below.

The level of average interest rates for loans granted to households is actually the
price paid by the population, the one attracted by loans.

The analysis carried out at the level of the average interest rates on the segment of
loans in lei granted to households, existing in the balance, shows that they decreased until
2017, then increased in the following years, except for the years of the Covid 19 pandemic
(Table 1). The level of average interest rates for lei balance loans granted to the population
was higher than the average interest rates for lei balance loans for non-financial companies,
with oscillating developments, it having decreased and increased in the analyzed interval.

As for the average rates of outstanding loans in euros, the evolution is similar to
those in lei, but the level was lower than that of the average interest rates for loans in the
national currency.
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Credit institutions obtain over 80% of income from interest charged for loans
granted to the population, and have the largest weight in the amount of operational income
justified by the existence of credit risk.

Table 1.
Average loan interest rates
-% per year -

Years
2014 | 2015 | 2016 | 2017 | 2018 [ 2019 | 2020 | 2021 | 2022 | 2023
Loans in lei balance
Households of the 947| 756| 657 6.79| 795 7.69| 6.83| 6.24| 876 9.22
population
Non-financial companies 593| 4.71| 4.04| 483 594, 581| 4.80| 4.81| 10.20| 8.95
New loans in lei
Households of the 727 6.61| 657 7.27| 8.09| 7.60| 6.67| 6.02| 9.40| 8.8
population
Non-financial companies 5.87| 4.36| 3.72| 493| 5.84| 579 464 458| 9.93| 8.69
Loans in euro balance
Households of the 5.10f 4.70| 4.34| 4.26f 4.20f 4.07| 3.96| 3.85| 5.76 8.11
population
Non-financial companies 432| 3.85| 342| 293| 2.68| 260 255 242 4.00| 6.34
New loans in euros
Households of the 442 4.01| 411 389| 4.84| 3.87| 4.07| 318 475 7.58
population
Non-financial companies 3.93| 3.20| 3.05| 255| 254, 274| 301 269| 455| 6.59

Source: NIS [13]

In the segment of the average interest rates of new deposits in lei (Table 2) set up in
banks by the population and non-financial companies, the situation is similar to that of the
interest rates of deposits in lei balance.

The level of the average interest rate on new deposits expressed in lei made by the
population has maintained its downward leading trend for the period 2014-2021,
registering increased levels that have an effect on the purchasing power and savings of the
population in the last two years, against the background of inflation increase.

Table 2.
Average interest rates on deposits
-% per year-

Years

2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | 2023

Deposits in balance lei

Households of the 292 1162 |1.11 |0.90 1.38 1.87 1.82 1.70 | 6.18 | 6.47
population

Non-financial companies | 1.61 | 0.85 | 0.52 | 1.05 214 | 220 | 159 | 1.90 | 6.78 | 5.63

New deposits in lei

Households of the 278 | 148 | 0.90 | 0.80 1.76 1.98 154 | 141 | 7.15 | 5.90
population

Non-financial companies | 1.11 | 0.62 | 044 |1.21 205 | 236 | 151 | 201 | 6.50 | 552

Euro balance deposits

Households of the 166 | 0.78 |0.44 |0.34 0.29 | 0.20 | 0.11 | 0.08 | 0.76 1.97
population

Non-financial companies | 1.10 | 0.52 | 0.39 | 0.26 0.21 | 0.19 | 0.13 | 0.10 | 0.75 2.22

New deposits in euros

Households of the 158 | 061 |034 |030 |0.29 0.16 | 0.06 | 0.05 | 110 | 2.05
population

Non-financial companies | 0.71 | 0.27 | 0.24 | 0.18 0.12 | 022 | 0.20 | 0.07 | 1.19 | 3.09

Source: NIS [13]
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The average interest rates of deposits denominated in euros created by the
population is lower than that of non-financial companies. The trend of the average interest
rates obtained by credit institutions for new deposits in euros is inverse compared to the
interest rates on the population’s deposits, being subsidized with higher interest rates than
the population’s.

From the perspective on the analysis of the differences (gap) between the amount
of active interest (interest rates for loans granted) and passive interest (granted to
customers who set up deposits), we graphically illustrated its evolution for the period
2014-2023. Thus, the gap related to the interest rates of outstanding loans and outstanding
deposits, in the national currency, in the segment of households and non-financial
companies (Figure 1), registered a similar trend in general.

The differences in interest rates on outstanding loans granted to households and
outstanding deposits constituted in lei fell within a fluctuation of 6.55 percentage points in
2014, reduced to 5.94% in 2015, 5, 46% in 2016, 5.89% in 2017, and a downward trend to
2.58% in 2022 and 2.75% in 2023.
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Figure 1. The evolution of the difference between related interests

of loans and deposits in the balance in lei, in the 2014-2023 period (%)
Source: Based on NBR data, Monthly Bulletins, 2014-2023

As regards the differences in the interest rates of loans in lei in balance granted to
financial companies and the established deposits, they fell between 4.32% in 2014, 3.86%
in 2015, 3.52% in 2016, the slight increase in year 2017 to 3.93%, and decrease to 3.21
percent in 2020, 2.91 in 2021, and slight increase to 3.42% in 2022 and decreasing to 3.32
percent in 2023.

Regarding the differences in the level of interest rates related to new loans and new
deposits, in the national currency, both in the segment of households and non-financial
companies (Figure 2), the recorded evolutions were tortuous. In the household segment of
the population, the trend follows an increase from 4.49 percent in 2014 to 5.13 in 2015,
5.57 percent in 2016, 6.33 in 2018 and a decrease in 2020 to 5.13 percent in 2022 to 2.25
percent and a slight increase of 2.68 in 2023.

A downward trend (Figure 2) is also maintained in the segment of non-financial
companies, between the point 2014 with 4.76 percent and the final point 2023 with 3.17
percent. Between the two points, the biggest restriction was in the years of the Covid 19
Pandemic, with a minimum of 2.57 percent in 2021.
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Figure 2. The evolution of the difference between related interests

of new loans and deposits in lei, in the 2014-2023 period (%)
Source: Based on NBR data, Monthly Bulletins, 2014-2023

The differences between the interest rate of loans in the balance and those of the
deposits in the balance, in euros, for households and non-financial companies are
illustrated by figures 3 and 4.

Regarding the differences calculated on the interest rates of loans granted to
households and deposits, they were around 3.44% in 2014, followed by a reduction to
approximately 3.9% in the 2015-2020 period and an increase in 2022 of 5% and 6.14
percent in 2023.

The difference between interest rates for loans in euros in the balance granted to
non-financial companies and their deposits had an oscillating evolution from 3.22 percent
in 2014 to 2.67 percent in 2017, a slight decrease in 2019 to 2.41% and 2.32% in 2021 and
a growth trend to 3.25% in 2022, and in 2023, 4.12%.
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Figure 3. The evolution of the difference between related interests

of loans and deposits in euro, in the 2014-2023 period (%0)
Source: Based on NBR data, Monthly Bulletins, 2014-2023
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The resulting differences between the interest rate of new loans and new deposits in
the euro currency, taken separately for the population and non-financial companies as well
(Figure 4), had a tortuous evolution.

In terms of interest rates for loans granted to households and related deposits, the
differences fell within the range of 2.84 percent in 2014, increasing to 3.77 percent in 2016
and decreasing to 3.59 percent in 2017, advance to 4.55 percent in 2018, followed by an
expansion to 5.53 percent in 2023.

The situation of differences in non-financial companies was similar, so that the
downward trend was maintained between the years 2014, when it was 3.22 percent, in
2017, it fell to 2.37 percent, and from 2019 the evolution kept winding, having an increase
to 2.58 percent in 2021, to 2.62 percent and an increase to 3.5 percent in 2023.

Banks must focus more on loans granted more to companies and less to households,
in order to maintain a healthy economic growth.
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Figure 4. The evolution of the difference between related interests

of new loans and deposits in euros, in the 2014-2023 period (%)
Source: Based on NBR data, Monthly Bulletins, 2014-2023

Ample positions have been taken on a problem related to the level of interest rates
practiced by credit institutions in their relationship with customers.

The European Commission made a legislative proposal in September 2023
regarding the capping of bank interest on consumer loans by the state, which was
implemented by Directive 2225/18.0ct.2023 on consumer credit contracts and repealing
Directive 2008/48/EC. Article 31 of the Directive introduces measures to limit loan rates,
annual percentage rates or the total cost of credit for consumers. Similarly, it will be
possible to cap the banks’ commissions, including those charged in case of credit non-
payment from the debtors, the offering of forbearance measures to the debtors by the
banks, before the initiation of forced execution, the establishment of clear procedures by
the banks to evaluate the creditworthiness of consumers and to offer them appropriate
programs for loan repayment [14,15].

However, it must be taken into account that the beneficial effects of ensuring the
protection of borrowers’ interests vis-a-vis credit institutions and the profits recorded by
them, if maximum ceilings are established on the interest rates of loans granted by banks
without differences, depending on the type of lending product, may affect the population’s
access to credit.
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CONCLUSIONS

As an instrument applied by the economic system of credit institutions, the interest
rate ensures that they obtain profit. The difference between the interest received and the
interest offered is the basis for the profit formation model.

The analysis of the differences (gap) between the amount of active interest (interest
rates for loans granted) and passive interest (granted to customers who made deposits)
related to interest rates on loans and deposits, illustrated the following trends:

- the difference, in 2023, between the interest rates on loans and deposits in lei,
granted to households recorded 2.75% percent, and for new loans and deposits, 2.68
percent, while the difference recorded in interest rates related to loans and deposits in the
balance in euros is 6.14 percent, 5.53 percent respectively;

- for financial companies, the differences recorded in the interest rates related to
loans and deposits in national currency, from the year 2023, were 3.32 percent for deposits
and loans in the balance and 3.17% for new ones, and those expressed in euros, 4.12
percent for outstanding ones and 3.5 percent for new ones;

- the evolution of the differences calculated at the level of interest rates related to
new loans and new deposits, in the national currency, both on the household segment and
on the non-financial company’s segment;

- the differences calculated on the interest rates of loans in euros in the balance
granted to households and their deposits recorded decreases, followed by increases,
ranging from 3.44% in 2014 to 6.14% in 2023.

- the difference between the interest rates for loans in euros in the balance granted
to non-financial companies and their deposits from 3.22 percent in 2014, a decrease in
2019 to 2.41% and an increase to 3.25% in 2022, which had an oscillating evolution, and
in 2023, 4.12%.

- for loans granted to households and their related deposits, the differences were
between 2.84 percent in 2014, with an expansion to 5.53 percent in 2023,

- the situation of interest rate differences in non-financial companies was similar, so
that the downward trend was maintained between 2014 and 2017, and from 2019 there has
been an increase to 2.58 percent, in 2021, to 2.62 percent and 3.5 percentages in 2023.

The means for the formation of bank lending resources from the deposits of the
population are increasing at the level of the banking system in comparison with the loans
that the population receives from them, in the case of higher active interest rates than
passive ones, which underlines the important role of the population of net creditor.

A problem of the functioning of crediting and financial systems is related to the gap
created between active and passive interest in national economies, and especially to the gap
formed between loans in the balance and new ones, in the national currency or euro.

Credit is the fundamental component of the financial system, especially from the
perspective of the lender and the borrower, especially as the two actors go through a
negotiation process, both having common interests, but also individual contradictory
interests.

A favorable economic environment will improve business relations, increase
investments and perfect competition, but also advance the rate of absorption of European
funds and improve the efficiency and quality of public administration, the legal system, the
performance in economic growth in line with the increase in financial efficiency, the
reduction, the interest rate on loans, constitute some premises for the improvement of the
lending activity of non-financial companies and the population, and the achievement of
sustainable convergence, as well as the adoption of the euro currency.
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