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 The paper examines banking distribution channels and post-crisis developments in the 
Romanian and Bulgarian banking systems and aims to pin down the differences and 
similarities in both countries. The two phases related to the financial crisis, before 2008
and after 2008, reflect specific developments in terms of policies and distribution 
channels chosen by the banks to deliver banking products and services. As a result of 
the global financial crisis the networks of branches were reshaped, contracted and/or
redesigned, in order to sustain the new vision. Technology and digitalization determine 
an important side-effect resulting in a “quality-based” retail banking trend. A mix of 
channels, both traditional and digital support the new relationship banking with all 
categories of customers, both retail and corporate.  
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Introduction  

The banking system evolution is strongly related to the economic development 

of a country and to the development of the business environment. The paper will 

analyze the main aspects regarding the peculiarities of the banking products and 

services and their distribution considering two relevant phases in time: pre-crisis 

(before 2008) and post-crisis (after 2008). The financial and economic crisis 

determined structural changes within the banking business sector. Political decisions 

to join the European Union, changes in the regulatory framework and the strong 

presence of foreign banks in EU countries are shaping the structure of the banking 

systems in Romania and Bulgaria, development of distribution channels and policies 

for distributing banking products and services within the two markets. 
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The paper studies the peculiarities of banking products and distribution channels 

and post-crisis developments in the Romanian and Bulgarian banking systems and 

tries to outline the differences and similarities in both countries. The paper argues that 

there are some common features in the post-crisis developments in both countries, 

arising from the peculiarities of the above countries banking systems – huge 

dominance of foreign banks on both markets and overdependence on deposits as a 

source of funding. The similarities in both banking systems also arise from the 

tendencies and processes taking place in the banking sector after the global financial 

crisis in the EU as overregulation, digitalization and increased competition with non-

bank financial companies. Despite all these similarities certain peculiarities in both 

banking systems can be pointed out arising from the country economic development, 

government policy, banking supervision and the behavior of banks’ clients. All these 

characteristics determine the specific features of banking, bank products and 

distribution channels in both countries.  

The authors study is based on empirical data of key banking indicators for both 

banking systems and comparisons as public sources of information are used. 

In 2007 Romania and Bulgaria joined the European Union. Before joining the 

EU, a strong privatization process took place, during which foreign, mainly European 

banks, acquired stakes in local Romanian and Bulgarian banks. This shift changed the 

structure of the banking system in both countries. Before the privatization of the 

banks in Romania and Bulgaria the sector was characterized by undercapitalization, 

an extensive bad debt problems and lack of market discipline. 

Strategic support for the pre-crisis distribution model  

Aydin (2008) reflects that economic growth and high interest rates (higher than 

domestic market) were the two main motives for foreign banks to enter and operate in 

the Central and Eastern European markets. The banking sector represents the main 

source of credit growth in Romania and Bulgaria and foreign-owned banks constitute 

a majority in the Central and Eastern European banking system. Havrylchyk and 

Jurzyk (2005) argue that the foreign-owned banks are not affected by the business 

cycle of the host country and that makes them more competitive compared to the host 

countries. The macroeconomic conditions in the foreign banks’ home countries do not 

influence the profitability of the banks operating in CEE countries. The threat of 

contagion from the home country to the host country is always considered by the 

supervisory authorities when approving the acquisition of a local bank by a foreign 

bank or the entrance of a foreign bank in the local market through a branch or a 

subsidiary. That argument proved to be correct about the Bulgarian banks during the 
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global financial crisis in 2008-2009 when the banks’ balance sheet did not deteriorate 

as well as during the Greek crisis in the summer of 2015 (when a bank holiday was 

announced in Greece).  

 

 

Source: International Monetary Fund, 2008, Banking structure and credit growth in 

Central and Eastern European Countries 

Fig. 1. Ownership structure (foreign – state) 

The figure reflects the consistent increase in foreign ownership of banking 

structures versus the state ownership, before the financial crisis, both for Romania 

and Bulgaria. This trend explains the main characteristics of an almost 20 year 

business cycle, from 1989 to 2008.  

Schoenmaker and Peek (2013) showed that while cross-border banking flow 

promoted economic growth, it also fueled a credit boom in some of the peripheral 

countries. Following the usual pattern, these credit booms turned into a bust. Foreign 

banks that penetrated the market in CEE had access to huge amounts of funding 

provided by their mother banks and they targeted markets where there was a potential 

for credit growth and opportunities for higher profits. Claessens, Demirguc-Kunt and 

Huizinga (2001) show that higher level of bank development lowers banks’ profits 

and margins due to the higher level of market competition. The loan resources that 

ceased to be provided by the mother banks to their subsidiaries in Bulgaria in the 

aftermath of the global financial crisis were the reason for the Bulgarian banks to 

experience liquidity difficulties and boosted the interest rate levels on deposits.  

Despite the extensive penetration of foreign banks in both countries the size of 

the banking sector remains small in comparison with the developed EU countries – as 

of the end of 2015 the ratio total assets of the banking system/ GDP is 56% for 
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Romania and 101% for Bulgaria. These figures are far from the developed EU 

countries where the ratio varies between 200% and 400%. On the other hand, 

considering the level of financial intermediation in the CEE countries the values for 

Bulgaria are at the average level for the region while Romania has the lowest ratio. 

 

   

Source: Eurostat, European Banking Federation, own calculations. 

Fig. 2. Total Assets/GDP 

Large European banks but also banks acting more at a regional level, expanded their 

operations both on the Romanian and Bulgarian banking market. The banking sector 

in the two countries is dominated by Austrian, Greek and Italian investments which 

are typical for the Balkan region in general. As the Figure below shows, banks from 

Austria acquired relevant stakes in the Romanian banking system before the financial 

crisis and consolidated their position within the post crisis environment. Banks from 

Greece were conducting expansion processes in Romania, acquiring stakes and 

developing branches, but the uptrend registered before the financial crisis has 

changed. The penetration of foreign banks on the Bulgarian market was mainly 

through acquisition of state-owned banks which were of systemic importance for the 

banking system as Bulbank, DSK, UBB. After the introduction of the Currency Board 

Arrangement (CBA) in Bulgaria there were new entrants on the market – subsidiaries 

and branches – but these banks did not make a huge expansion and they are of no 

importance for the Bulgarian banking sector.  

The geographic segmentation have determined economy of scale and followed 

specific business interest in the region. The penetration of Greek and Turkish banks on the 

Bulgarian market is determined by the economic relations in the region – a number of 

Greek and Turkish companies have commercial activities in the country. The expansion 

of the Italian, Austrian, Hungarian and French banks is determined by the strategic 

orientation of the mother banks to enter new markets with high potential for profit.   

CEE Countries
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Source: National Bank of Romania.  

Fig. 3. EU Share in the Romanian Banking System Capital 

 
Source: Bulgarian National Bank, own calculations. 

Fig. 4. EU Share in the Bulgarian Banking System Capital 

Romania’s banking sector is characterized by a very high foreign ownership 

ratio, of about 91% as of September 2016. Compared to Romania the foreign 

ownership ratio in Bulgaria is lower – 78%. There are two banks with Bulgarian 

ownership that are defined by the BNB (the Central bank of Bulgaria) as domestic 

systemically important banks as even one of them is 3
rd
 in rank in terms of assets as 

of the end of 2016. The privatization of the majority of the Romanian and Bulgarian 

banking sector boosted the development of IT technologies and raised the educational 

and the professional level of the bank experts and bank managers. However, despite 

the above positive effect, Romanian and Bulgarian banks did not go beyond the 

traditional banking products and services, i.e. offering deposits and granting loans to 

their clients. Nevertheless, the penetration of foreign banks encouraged innovations as 

they were mainly directed to offering clients innovative payment services. The 
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development and distribution of structured retailed deposits and bundled financial 

products did not become popular in both countries. Investment products gained 

popularity due to their high yield in 2006-2007 but after the global financial crisis 

clients’ interest in these products decreased. After a hike in interest rates levels on 

deposits as of the end of 2008 there is a steady orientation of the clients to investing 

in simple, typical banking products protected by the deposit insurance scheme.  

The global financial crisis reversed the strong upward trend in cross-border 

banking prior to the crisis. The Vienna Initiative, aimed at maintaining cross-border 

banking flows from Western to Eastern Europe, may have prevented a further decline 

of cross-border banking into emerging Europe. As shown in Fig. 4, the Greek 

investments in the Bulgarian banking sector are significant but as of 2011 the Greek 

economy started to experience severe political and economic crisis. The measures 

undertaken by Bulgarian banks with Greek ownership were directed at liquidity 

management and mitigation of operational risk. As a result of the undertaken 

measures there were no deposits run from those banks in Bulgaria and they continued 

to perform smoothly their operations.         

The pre-crisis fundamentals among which acquisitions of shares in Romanian 

and Bulgarian banks, credit lines from mother banks and/or partner banks, 

investments in branch network expansion and increase in banking personnel, 

development of new products and services for various segments of customers  

determines the specific architecture and distribution channels for banks. The pre-crisis 

credit boom in both countries encouraged hiring of staff in the banking sector and 

expansion of bank branches. The main products that were offered by the Bulgarian 

banks in the pre-crisis years are typical bank products such as consumer loans, 

mortgage loans, working capital financing with revolving credit lines and overdrafts 

to companies, mid-term and long-term investment financing, letters of credit and 

guarantees to companies, deposits and current accounts /usually together with a debit 

or a credit card/. In both countries the retail segment offered a high potential for 

growth and wider interest rate margins compared to the corporate sector. 

Traditional Bank Products and Distribution Channels 

in Romania and Bulgaria 

The penetration of foreign banks on the Romanian and the Bulgarian markets 

was in fact, the catalyzer for the diversification and expansion of distribution 

channels. The lack of huge bank failures after the banking crises that both countries 

experienced in the late 90-ies contributed to the self-confidence of banks’ managers. 

Banks in both countries concentrated on offering consumer loans and loans for house 
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purchase as the household’s sector had a potential for growth but despite the fact that 

these loans offer good profit margins they are risky and challenge the banks’ ability to 

manage a large number of small clients. In the aftermath of the global financial crisis, 

banks were confronted with the declining values of the collateral on mortgage loans. 

Asset-backed securitization in both countries was far from being developed in the 

post-crisis period and after 2008 it almost ceased.  

In Romania, foreign banks were aiming to develop branches, at first, mainly in 

urban areas, within the largest towns, with more than 200 000 inhabitants and in the 

next phases to enter the medium and smaller towns. As foreign banks entered the 

Bulgarian market through the privatization, esp. the privatization of banks with 

systemic importance on domestic level, which had a well-developed branch structure, 

a rapid expansion of bank branches on the Bulgarian market was not observed. The 

credit boom that spurred as of the end of 2003 was the factor that determined the 

dynamics of the development of branch network in the country.  

The most important banks were competing to rent, even to buy, some of the 

most visible locations in the main cities of Romania. The network architecture 

included regional banking business centers, branches, agencies, even mobile branches 

for some of the largest banks, but also creative concepts such as a “Banking Cafe”. A 

standard branch structure included specific areas in order to provide customized 

financial services and advisory services to various segments of customers, e.g. 

corporate customers, retail customers, small and medium-sized enterprises (SMEs), 

special areas for cash management, cashier area, vault deposit area, space to support 

back-office activities.  

Bigger banks in Bulgaria tried to develop private banking services despite the 

fact that the concept of private banking in Bulgaria is quite different from the general 

perception and the requirements for the income of the clients is far from the levels 

that are common for the European and the American banks. However, this is in line 

with the current perception of the wealth managers who started to offer private 

banking to well-off clients who are not rich enough but are expected to become 

wealthier in the near future. Some banks that offer private banking developed special 

areas where the client and the banker can meet in a friendly environment and discuss 

the client’s financial needs. Private bankers consult clients on different financial 

issues, mainly loan products as well as on the possibilities for investments. Private 

banking is a possibility for the banks to generate more non-interest income as the 

client pays monthly (or annual) fees for the provided services.   

The pre-crisis environment reflected the abundance of capital, basically no 

barriers for capital flows, big sales budgets for financing products, very low risk 
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aversion, investments in expansion of branch network but also development of 

alternative sales channels for banking products (such as brokers, financial partners). 

In the pre-crisis period, the Bulgarian banks concentrated on offering investment 

services to their clients and developed retail investment products as the capital market 

provided an opportunity to clients to generate higher profits in comparison with 

banks’ deposits. In the post-crisis period that tendency reversed as even some of the 

banks closed their investment departments or reduced significantly their investment 

activities.   

In Romania, an essential part of banking and financial products was provided in 

EUR, due to the fact that the adoption of the euro was regarded as highly desirable 

before the crisis. In comparison, due to the CBA in Bulgaria, the national currency is 

pegged to the euro at a fixed exchange rate. Regarding the non-financial corporations’ 

sector in Bulgaria the denomination of loans in EUR is prevailing as the amount of 

loans granted to non-financial corporations in euro which is double except for the last 

2 years when the amount of the loans denominated in the national currency and in 

euro is almost equal. As for mortgage loans for house purchases there has been a 

different tendency over the years, respectively with the prevalence of EUR or the 

national currency. In the field of consumer lending, the preferences of consumers are 

explicitly to loans denominated in the national currency as said loans are used for 

buying goods and services. Regarding denominations of deposits there is also a 

different tendency regarding both sectors – non-financial corporations and 

households. The majority of overnight deposits to non-financial corporations are 

denominated in the national currency as they are mainly used for payment 

transactions between different counterparts in the country. Term deposits to non-

financial corporations constitute a small part of all deposits to non-financial 

corporations and there is a changeable tendency regarding their currency 

denomination. Regarding term deposits to households in the crisis and in the post-

crisis years there was a prevalence of deposits denominated in euro and as of 2012 

this tendency was reversed.  

Developments in the Banking Products  

and Distribution Channels in the Post-Crisis Period 

In Romania, the post-crisis environment was characterized by termination/or 

closing of branches, promotion of new products and services, mostly related to the 

deposit side, deep change in the regulatory system, new developments in technology, 

important changes in banking business arising from the structure of the banking 

activities. The Bulgarian banks are very active in offering financial products as 
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insurance and pension schemes, financial leasing, etc., as there is specialization 

among the Bulgarian banks in products’ offering. That product variety was also kept 

in the post-crisis years.  

In the post-crisis period in Bulgaria similar to Romania deposits attracted by the 

banks contributed to the majority of the liability side of the banks’ balance sheets. In 

the aftermath of the global financial crisis there is only one issue of mortgage bonds 

by a Bulgarian bank which matured in 2014. As during the global financial crisis in 

Bulgaria, the mother banks were in a dire financial situation, the flow of resources 

from the mother banks to their subsidiaries was nearly discontinued and the banks 

relied entirely on the local market to attract resources.  

During the period of rapid credit growth, the banks’ revenues were mainly 

determined by the interest yield generated on the loan products while the non-interest 

revenues increased with a slower pace. The positive dynamics of the interest and non-

interest income for the Bulgarian banks in the aftermath of the global financial crisis 

was influenced by the continued credit expansion by the banks. The increase of the 

capital positions of the banks was due to the banks’ accumulated profit.  

The Bulgarian banks lacked investments in structured products as CDOs, ABSs 

and MBSs so they were not affected by the collapse of those products during the 

financial crisis. Due to the lack of investments in complex financial instruments as 

well as speculative exposures and investments in currencies other than in euro, the 

Bulgarian banks did not experience price and currency risk. In the aftermath of the 

crisis the Bulgarian banks developed marketing strategies and products suitable for 

households due to the necessity to attract resources on the local market. Because of 

the volatility of the prices of financial instruments, bank deposits became the main 

alternative for retail investors for their savings. In certain periods the increase in the 

deposits is due to transfers to the beneficiaries on EU funds.  In the post-crisis period 

the share of non-performing loans in banks’ portfolios increased in both banking 

systems.  

In the aftermath of the global financial crisis, the lending activities of the 

Bulgarian banks were gradually decreasing. This trend can be explained with the 

increased requirements for clients’ creditworthiness, the decline in credit demand and 

lack of suitable projects. The share of overdue loans is above the average levels in the 

European Union which were below 6% as of the end of 2015. The Bulgarian banks 

are forced to undertake a number of measures in order to deal with the issue of 

overdue loans as those measures are different for the non-financial corporations and 

for the households. These measures impose certain demands on loan products as more 

flexibility in servicing loans to households, longer grace periods, seasonal plans for 
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loan repayments, decrease in the applicable interest rates, remittance of fees, change 

in the maturity date, selling of loans to collectors’ companies. Clients with overdue 

loans are treated on individual basis as there are cases where the banks and their 

clients managed to achieve out-of-court settlement. 

Regarding consumer credit and loans for house purchases in Bulgaria there were 

two important legal acts that were implemented in 2014 and 2016 – an amendment of 

the Law on Consumer Credit in 2014 and the adoption of the Law on Loans for 

Purchasing Residential Property by Consumers. Both legal acts affect the price of 

consumer loans and loans for house purchases as they linked the reference rate with 

the value of a public index as LIBOR, EURIBOR, SOFIBOR or an indicator 

announced by the Central bank. The regulatory changes affect the competition, esp. 

between the banks and non-bank companies but the stronger competition between the 

banks and non-bank companies is mainly in the field of payments where the non-bank 

payment companies are very flexible in offering innovative and suitable to the clients’ 

needs products and services.  

The Bulgarian banks /except one small bank/ incl. branches process SEPA credit 

transfers (SCT) and as of the end of June 2016 the share of SCT to the total amount of 

the credit transfers in EUR is 56,6%. The share of cards that have migrated to the 

EMV standards is 89% of all bank payment cards issued in the country as the 

migration to that standard by credit cards is almost complete. The majority of debit 

and credit cards issued in Bulgaria are Visa and MasterCard co-branded. The local 

card company for authorization of card transactions in Bulgaria intends to develop a 

national card scheme which aims to cover niches of products and services that are not 

provided by Visa and MarterCard, e.g. electronic vouchers, payment of 

transportation, payments on vending machines, parking, payment of concert tickets, 

etc. Due to the entrance into force of Regulation 260/2012, the so called SEPA End-

Date Regulation as of the beginning of November 2016 the Bulgarian and Romanian 

banks should migrate their euro payments to the SCT and SEPA Direct Debit 

Schemes (SDD). Compared to credit transfers direct debits are not a popular payment 

instrument in both countries even for payments in national currency.  

The observed post-crisis tendency in banking in Romania and Bulgaria is related 

to high risk avoidance, banks developing a new architecture with new departments 

and functions, such as compliance, risk management, IT support, and digital services 

support. This tendency is reflected in the types of products offered by the banks in the 

post-crisis period. The banks in both countries concentrated on developing secure 

electronic channels for fast payments. Some of the banks concentrated on developing 

products based on clients’ individual characteristics, e.g. debit or pre-paid cards for 
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children, teenagers, students that provide possibilities for the parents to control the 

amount of their kids’ expenses. Virtual cards and contactless debit cards are gaining 

popularity. The clients are getting more conscious about the security of payments 

when using the new payment channels and banks are very active in informing and 

educating their clients.  

As the Bulgarian economy is highly dependent on the European Union funds 

some of the Bulgarian banks are very active in developing products related with the 

EU programs as bridge funding, loans for energy efficiency, bank guarantees etc. 

Wealth management is not well developed by the banks due to lack of clients’ 

demand for such services. There are some specific products initiated by the 

government – students’ loans that are granted under the provisions of the Law for 

Crediting Students and Ph.D. researchers where the state provides a guarantee on 

those loans in case of default and there is a grace period during the time of the 

education. Five banks in Bulgaria grant such loans.  

Banking Sector Evolutions during the Post-crisis Environment 

The number of bank branches and employees in the Romanian and Bulgarian 

banking sector have been steadily declining since 2009. Optimization of the 

operational costs of the banks implied closing of branches and cutting the number of 

employees. The new reshaped architecture of the Romanian banking system, with a 

smaller number of bank branches and employees, influences some specific segments 

of customer’s access to banking services, related to the geographical distribution of 

the banks/distance reach for technology based banking services. In the Romanian 

banking sector, a bank branch provides services to an average of 3 760 people, while 

the European average is 2 450 people. Moreover, among the European Union 

countries, Romania reports the lowest number of bank staff relative to population, 

with one bank employee providing services to an average of 345 people (e.g. the EU 

average is 175 people per bank employee). In Bulgaria a bank branch provides 

services to an average of 1 883 people (own calculations) which is below the EU 

average. Regarding the bank’s staff relative to the number of the population, the 

figures for Bulgaria are also below the EU average – one bank employee services 233 

people – but they are higher than in Romania.  
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Source: National Bank of Romania. 

Fig. 5. Number of Banks’ Offices and Number 

of Banks’ Employees in Romania 

 

 

Source: Bulgarian National Bank. 

Fig. 6. Number of Banks’ Offices and Number 

of Banks’ Employees in Bulgaria 

Since 2008, the ratio Loans/Deposits dropped slightly (as reflected in the Fig. 

below), with banks focusing more on selling deposit based products instead of on 

financing products. Other factors influencing this trend include repayment of the 

external loans to the mother banks, low interest rates and the pressure for the banks to 

put more accent on the operations side, due to the week lending activity, connected 



D. C. Nitescu, I. P. Kazandzhieva-Yordanova. Post-Crisis Developments in Banking Products 

and Distribution Channels in Romania and Bulgaria 

115 

also with the removal of non-performing loans from the balance sheets. Post financial 

crisis, the constant cut in the minimum reserve requirements, both for lei and foreign 

currency liabilities provided more liquidity to the banking system. The last statement 

is also valid for the Bulgarian banking sector.  

 

 

Source: CEE Banking Sector Report, Raiffeisen Research, 2016.  

Fig. 7. Loan-to-Deposit ratios at the country level (%) 

Despite recent distress in the banking system in Bulgaria /the failure of KTB/ 

and the state support that was provided to the deposit insurance fund to enable the 

smooth payments to depositors, the confidence in the banking system remained high, 

the deposits in the system continued to grow by a constant rate and only 2% of the 

repaid deposits were drawn in cash from the banks during the banking crisis in 2014. 

That contributed to the increase in deposits in the banking system which trend 

continued in 2015 and 2016. The ease in attracting deposit payments acted as a 

deterrent for the banks to develop deposit products with specific features responding 

to individual clients’ needs. In making decisions where to place their money the 

clients are concentrated more on the guarantee that is provided by the financial safety 

net and the level of fees and commissions applicable on the deposit accounts.  

Post financial crisis, the structure of the banking systems, the distribution 

strategy for banking products and services have been changed. We have selected 

relevant data (see table 1 and table 2) in order to present the evolution for the main 

banking products and services distributed towards specific segments of customers 

(loans to non-financial corporations, loans to households, mortgage loans, deposits) 

for both countries – Romania and Bulgaria.  
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Table 1 

Key Banking Indicators for Romania 

 

Source: Raiffeisen Research, CEE Banking Sector Report, 2016. 

 

Table 2 

Key Banking Indicators for Bulgaria 

Balance Sheet Data Dec. 2011 Dec. 2012 Dec. 2013 Dec. 2014 Dec. 2015 

Total Assets (in EUR, 
mln.) 

39 272 42 138 43 841 43 528 44 750 

Growth in % yoy 4,19% 7,30% 4,04% -0,71% 2,81% 

GDP in EUR 41 291 41 947 42 011 42 762 45 286 

in % of GDP 95,11% 100,46% 104,36% 101,79% 98,82% 

Total Loans (in EUR, 
mln.) 

32 903 33 094 34 826 34 035 38 026 

Growth in % yoy 4,62% 0,58% 5,23% -2,27% 11,73% 

in % of GDP 79,68% 78,90% 82,90% 79,59% 83,97% 
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Loans to Private 
Enterprises (in EUR, 
mln.) 

18 459 19 514 19 585 17 547 17 018 

Growth in % yoy 6,21% 5,71% 0,37% -10,41% -3,01% 

in % of GDP 44,71% 46,52% 46,62% 41,03% 37,58% 

Loans to Households 
(in EUR, mln.) 

9 466 9 416 9 461 9 352 9 363 

Growth in % yoy -0,35% -0,53% 0,48% -1,16% 0,12% 

in % of GDP 22,92% 22,45% 22,52% 21,87% 20,67% 

Mortgage Loans (in 
EUR, mln.) 

4 790 4 827 4 800 4 757 4 481 

Growth in % yoy 1,07% 0,79% -0,56% -0,90% -5,81% 

in % of GDP 11,60% 11,51% 11,43% 11,12% 9,89% 

Loans in Foreign 
Currency (in EUR, 
mln.) 

21 735 21 642 22 192 21 029 15 987 

Growth in % yoy 11,39% -0,43% 2,54% -5,24% -23,98% 

in % of GDP 52,64% 51,60% 52,82% 49,18% 35,30% 

Loans in Foreign 
Currency (% of all 
loans) 

66,06% 65,40% 63,72% 61,79% 42,04% 

Total Deposits (in 
EUR, mln.) 

33 433 36 026 37 775 37 595 38 026 

Growth in % yoy 4,03% 7,76% 4,85% -0,48% 1,15% 

in % of GDP 80,97% 85,89% 89,92% 87,92% 83,97% 

Deposits from 
Households (in EUR, 
mln.) 

15 671 17 500 19 115 19 903 21 565 

Growth in % yoy 12,79% 11,67% 9,23% 4,12% 8,35% 

in % of GDP 37,95% 41,72% 45,50% 46,54% 47,62% 

Source: Bulgarian National Bank, own calculations. 

This trend of national reorientation for the deposits, expressed also by the two 

main categories of depositors, households in particular, which are generally 

characterized by a good stability in terms of the degree of permanence, contributed to 

the favorable developments in the domestic deposit base. Larger volumes were 

mainly recorded by leu-denominated deposits, which helped consolidate the share of 

this component in the percentage of total deposits (up to 54.9 percent at the end of 

2015). This evolution should be related to the growth in households’ real disposable 

income, as well as budget payments to the agricultural sector and higher amounts 
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received from the government budget on account of VAT refunds in the case of 

companies. The general trend between 2011and 2015 reflected a decrease in lending 

products distributed by the banks, both considered related to enterprises and 

households and related to the currency. Mortgage loans represented the only category 

with a steady increase during the analyzed period.  

Most of the foreign banks have kept a strong international orientation but 

continue to deleverage from the Romanian market. In fact, it was a switch from credit 

lines from mother banks to deposits collected from the local customers. This trend is 

also relevant for Bulgaria. Another peculiarity which should be considered is the 

existence of CBA in Bulgaria which does not allow the Central bank to provide loans 

to banks.  

Martinez-Peria et al. (2003) suggest that an economic downturn in the home 

market may cause a multinational bank to reduce its operations company wide. De 

Haas and Lelyveld (2004) analyze credit stability in Eastern Europe during business 

cycles, and show that foreign banks reduce credit in the host country when their home 

country is in an economic downturn. Banking products and services are distributed to 

the clientele by 36 credit institutions, operating in Romania in 2016. In 1990 in the 

market were acting 12 credit institutions, in 2008, the structure of the banking sector 

was composed by 43 credit institutions. The consolidation process is expected to 

continue as regulations are changing and reshaping the business models and the 

capital requirements. In 1990, 69 banks were acting on the Bulgarian market and the 

number of banks continued to increase until the introduction of CBA. In 2008 alone 

there were 30 credit institutions of which 6 are branches of foreign banks. A slow 

process of consolidation has been taking place in the sector and as of September 2016 

the number of credit institutions is 27 of which 6 are branches. 

Post-crisis developments in the Romanian banking sector include mergers, sales 

of portfolios or shares leading to further consolidation in the banking sector. Some 

banks have even become larger through facilitated mergers and takeovers in order to 

rescue vulnerable competitors. In the post-crisis period, the Bulgarian banks 

depended more on resources attracted by the households. Despite the reliability and 

the potential of this sector to provide resources for the banking system, it is hard to 

predict them. The Bulgarian banking sector during the post crisis period was 

characterized by changes in the banks’ shareholders’ structure, as some of these 

changes led to an increase of the Bulgarian shareholders’ capital. Many banks 

increased their capital in the post crisis period preparing themselves for the new 

regulatory requirements as well as to increase their stability on the market.  
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Digital distribution channels 

Before the financial crisis, the distribution of banking products and services was 

realized via network of branches. Banks were investing in expansion of their 

networks. Post-financial crisis banks invest in technology and in new architectures, in 

order to distribute their services, at distance, to the customers. The post financial 

crisis period reflects new technological trends that are influencing the development of 

the banking sector. Indeed, the slow lending dynamics and the increased preference of 

the retail customers for online financial services resulted in the rescaling of the 

territorial network. Both Romanian and Bulgarian banks have exhibited a potential 

for growth in Internet banking services. As in other European countries, payments 

have been the first services to become digital in Bulgaria and Romania such as 

verification of customer account, execution of credit transfers and direct debits which 

are among the most popular services provided through online channels. Payment 

infrastructures, payment systems and rules have been currently reshaped in order to 

respond to the new nature of payments that affects the traditional banking model. A 

research done by PWC regarding the channels for providing banking services in the 

period 2013-2016 shows that there is a shift from providing services on spot by 

branches (-25%) and telephone banking (-13%) to online (+37%) and mobile banking 

(+64%).  

Digitalization is inevitable and the transformation of traditional distribution 

channels represents a gradual process. Personnel with IT/digital skills must be invited 

to join, stay and contribute to the banking business developments. The new 

architecture should be integrated with the existing one, in a functional manner, ready 

to better serve the customers. Within the Romanian and Bulgarian banking sector, in 

the post crisis environment, the adaptation of the branches to the technological 

development represented a visible trend. Banks started to explore and implement new 

concepts for their branches: “self-service” branches, cashless branches, branches that 

have included technology, operating 24/7/365 with personnel, providing advisory 

services over the day time. Most of the banks are developing distance digital 

relationships with the customers, via social media platforms, interactive web sites, 

video advisory services. Due to the need to place a priority on their customer 

experience, most of the banks in Romania and Bulgaria redesigned their Internet 

Banking platforms, their call center solutions, and their Customer Relationship 

applications. 

One of the most developed distribution channels for banking services is mobile 

banking, offering permanent contact between the customer and the bank. Payment 



Izvestiya 

2017  •  Volume 61  •  №2 

120 

systems are changing due to the technological support. Various applications promoted 

by the banks in Romania and Bulgaria enable them to collect data about customers, as 

support for better assessing of the risks and drafting the customers’ profiles. 

Digitalization emphasizes that customer-focus should become an essential part of the 

banking business strategy. The client behavior is changing, the distribution channels 

are evolving and the approach of the banks is changing too: from products adapted to 

fit the customers to solutions offered to the situation/business of the customers, 

adding a strong technological support and trying to ensure access, security, speed, 

competitive costs, trusted worthy data.  

We do consider that strategic decisions for the banks to invest in digital channels 

and /or to redesign the branch network, to mix digital with the traditional channels 

need specific complex analysis to take into account, also relevant regulatory and 

compliance changes, customer behavior changes, new functions, roles and 

responsibilities to be adopted, new and/or redesigned products and services to be 

introduced. Despite being less developed, the Romanian and Bulgarian banks are also 

touched by the rapid digitalization of the banking products and services. However, the 

process of digitalization of banking happens at a slower pace and the competition 

from the non-bank players which are not subject to the huge regulatory requirements 

and actively expand their services to the banks’ clients is a serious issue that should 

be tackled by the banks in both countries.  

The new products that were developed by the Bulgarian banks were based on the 

Internet and mobile technologies. Services that are provided through the mobile 

banking (M-banking) are checks on the client’s accounts balances, credit transfers 

between client’s accounts, information on the client’s transactions performed through 

his/her debit or credit cards, requests for debit card issue, utility payments, payments 

on insurances, buying or selling of currency, information about the new products and 

services offered by the bank, information on the interest rates on different products 

offered by the bank as well as on fees and commissions on products and services. The 

support from the well-educated and experienced bank employees is very important in 

order to enable the banks to offer these new products and to be accepted easily by the 

clients. 

Relevant indicators, regional approach during 

the post-crisis environment 

Both the pre-crisis period, when banks were expanding their territorial presence 

via branches and the post-crisis environment when banks are exploring their business 

expansion via technology and distance services, contribute to the evolution registered 
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by relevant indicators for the banking sector. Hereinafter, we shall present a regional 

approach in order to reflect some common tendencies but also some peculiarities for 

every banking market, derived from their culture, geopolitical context, opportunities 

and vulnerabilities. 

 

Source: National Bank of Romania, European Central Bank (Structural indicators for 

the EU banking sector). 

Fig. 8. Financial Intermediation (international comparison) 

For the Romanian banking market, two of the indicators used to determine the 

level of financial intermediation (Assets/GDP ratio and Loans/GDP ratio) registered a 

downward trend from 2011, while the deposits/GDP ratio remained relatively steady 

in 2014, with an uptrend. Regarding the financial intermediation, banks’ assets in 

Romania registered a lower level, for about 60 percent of GDP. The decrease in 

Loans/Deposits ratio in Bulgaria is due to the constant increase in the amount of 

banks’ deposits as well as in 2014 and 2015 due to the huge slide in the amount of 

loans granted by the banks as the lending activities in the country are in a deadlock 

since the global financial crisis. The share of bank deposits to total liabilities in 

Bulgaria as of December 2015 is 84,97% which is a proof of the dependence of the 

Bulgarian banking sector on deposits as a source of funding. The figures are much 

above the average level for the EU where the ratio is a little above 50%. Nevertheless, 

this ratio is close to the levels for CEE countries as Slovenia, Estonia, Slovakia where 

the ratio varies between 67% and 70% but it is far above the levels of the ratio for 

Scandinavian countries as Finland, Denmark and Sweden where the lowest values of 

the ratio are recorded (around 32%). Regarding the Scandinavian countries the low 
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values of the ratio are reflective of a totally different banking model, e.g. the well-

developed covered bonds market. 

 

 

Source: Bulgarian National Bank, own calculations. 

Fig. 9. Loan-to-Deposits ratio, Change in the Amount 

of Loans, Change in the Amount of Deposits in Bulgaria 

 

 

Source: National Bank of Romania, European Central Bank (Structural indicators for 

the EU banking sector). 

Fig. 10. Asset Concentration (international comparison) 

The concentration of the Romanian banking sector registered a moderate level, 

slightly below the EU average. The market share of the top five banks in total bank 
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assets was 55,3%. In terms of size, in June 2015, large and medium-sized banks held 

68,2% and 25,1% respectively of the total bank assets. The figures for the banking 

market in Bulgaria are close to those in Romania – the five biggest banks in the 

country have a market share of 57,3% of the banks’ assets as of December 2015.  

Both in Romania and Bulgaria, the solvency ratios reflected an upward trend, 

with higher levels for the two banking sectors. Return on Equity (ROE) and Return on 

Assets (ROA) determine a bank’s efficiency in generating income by using capital 

and assets, respectively. The assets are registering an almost double level in Romania 

compared to Bulgaria. Regarding the profitability, the evolutions were different: for 

almost 3 years, Romania has registered a negative trend (losses) as 2015 represents 

the first year with a relevant positive result; Bulgaria registered constant positive 

indicators during the analyzed period. The profitability registered in 2015 in Romania 

represented the highest level since 2008 and related with low Loans/Deposit ratio 

creates premises for future growth. 

 

Source: IMF (Financial Soundness Indicators, FSI Tables, April 2015), National Bank 

of Romania calculations. 

Fig. 11. Comparative developments in solvency ratio 

 

Table 3 

Relevant indicators, Romanian and Bulgarian Banking Sectors 

Year (end of period) 2011 2012 2013 2014 2015 

Total assets (EUR bn) – Romania 91 91 91 90 92 

Total assets (EUR bn) – Bulgaria 39 42 44 44 45 
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Total assets (%GDP) – Romania 70% 68% 64% 61% 59% 

Total assets (%GDP) – Bulgaria 98% 103% 107% 104% 101% 
Profitability (ROE, %) – Romania -2.6 -5.9 0.1 -12.5 12.8 
Profitability (ROE, %) - Bulgaria 5.8 5.3 5.3 6.9 8.1 

Source: National Bank of Romania, Raiffeisen Research. 

In 2015-2016 there were indications for a constant increase in the profitability of 

the Bulgarian banks, which was mainly due to increased revenues from financial 

instruments available for sale, decrease in the interest expenses on deposits, decrease 

in administrative costs for the banks as well as in the accumulated expenses for 

provisions. The fall in the interest revenues was offset by the decrease in the interest 

expenses on deposits, which is reflected in the low interest rates offered to the clients 

and the abundant liquidity in the Bulgarian banking system. The figure shows the 

dynamics of ROA and ROE which are the main indicators for the banks’ profitability. 

Despite decreasing since the global financial crisis, the values of ROA and ROE are 

higher compared with the average figures of those indicators for the European Union, 

where in the post-crisis year the values of ROE were even negative – in 2008, 2011, 

2012. 

Conclusions  

The two phases related to the financial crisis, before 2008 and after 2008, reflect 

specific developments from the policies and distribution channels chosen by the 

banks to deliver their products and services. Before 2008, banks invested in the 

expansion of the branch networks. The emphasis was on selling/distribution of 

financing products, under a prominent quantitative approach, based on funding from 

mother banks and /or partner banks. After 2008, banks have started to invest more in 

platforms to distribute their products at distance, in digitalization of financial services, 

in infrastructures and new architectures to support applications and access from 

customers, via different devices. The networks of branches were reshaped, contracted 

and/or redesigned, in order to sustain the new vision. Technology and digitalization 

may determine an important side-effect resulting in a “quality-based” retail banking 

trend. 

Relevant indicators both for the Romanian and Bulgarian banking sectors reflect 

consolidation and potential for sustainable growth. Potential further M&A activity 

targeting banking assets in Romania and Bulgaria may also have a substantial impact 

on region’s foreign ownership and on further business policies. In order to rely more 

on quality developments, for products, banking portfolios and network developments, 

banks should increase their capacity to continuous adaptation of their business 
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models, the capacity to comply and adapt to a changing regulatory frame. A mix of 

channels, both traditional and digital, may support the new relationship banking with 

all categories of customers, both retail and corporate. The simplification for banking 

products and the accent on educational sale of banking products and services should 

be a must within the “new normality” created in the post crisis environment. 

Both in Romania and Bulgaria, the financial systems should add more non- 

banking actors, alternative financing solutions that will deepen the financial support 

for both economies. The banking actors should continue the consolidation process, to 

improve their specific indicators and to comply with the new regulations as well. 

Specialization on different industries, on specific niches via building expertise and 

developing customized products, represents another trend that may create knowledge 

champions enabled to better serve some specialized industries and economic sectors 

and build long term relationships.  

Another trend for the banks is to explore and develop more business with 

segments of customers via customized packages of products and services such as 

private banking, wealth management, trade finance, project finance. Of course, there 

are local solutions responding to the specific needs of the clients. From the resources 

point of view, for both banking sectors, the access to European non-refundable 

funds/other non-refundable financing programs represent an opportunity to develop 

and provide bridge banking financing, advisory services, to support the customers 

fully benefit in a competitive business environment. Regional cooperation, cross-

border projects between Romanian and Bulgarian companies represent an important 

point for a future and valuable cooperation. The geopolitical developments, the future 

Bulgarian presidency for the European Commission in 2018, the future Romanian 

presidency for the European Commission in 2019, represents milestones for a 

strategic approach of the financial and economic developments and synergies, 

especially at a regional level. Business plans should be drafted on medium and long 

term basis, and commitments should also be considered in the long run. 

Macroeconomic imbalances generated by the financial crisis have been largely 

readjusted with the banking systems equipped to support the economic development 

in the region. 
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