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SUMMARY 
FINANCIAL ACCELERATOR AND THE MACROSTABILITY IN 

EMERGING ECONOMIES 
 

The first part of the habilitation thesis includes the author's major contributions in three 

interdependent areas, namely financial stability, macroeconomics and risk management. 

1. The main direction of scientific research, which was carried out after the PhD in Finance, 

focused on the field of financial stability, expressing a deepening of the aspects related to the 

methodological framework and assessments produced, within the doctoral thesis, on systemic 

risk. The analytical spectrum covered both macro-prudential issues (such as investigating the 

multiple facets of the interaction between lending and growth) and elements of interaction with 

other components of the economic policy mix (monetary policy, fiscal policy and income policy). 

Most of these research activities were conducted within the postdoctoral program (financial 

stability and nominal convergence), whose aim was to identify and evaluate the mechanism by 

which financial instability could become a threat to the fulfillment of nominal convergence 

criteria on the background of the experience gained at the level of the emerging economies of the 

European Union, following the international financial crisis a decade ago. The novelty that this 

research has emphasised, in addition to the research on the importance of real convergence for 

the sustainability of the euro adoption, consists in underlining the relevance of credit 

developments for the dynamics of nominal convergence indicators monitored in the process of 

joining the euro area by the new Member States, by elaborating an analytical framework 

grounded in the financial accelerator theory. Applying Bernanke's thesis on the role of financial 

intermediation in amplifying exogenous shocks (originated either in the real economy or in public 

administration), we have estimated the elasticity of economic growth against the credit 

accelerator (expressed by the variation of credit flow) stimulated by developments on the demand 

side of loans. This, in turn, is closely related to expectations regarding income prospects, on the 

background of pro-cyclical income policies. 

In the above-mentioned research we have shown that monetary stability is a necessary but not a 

sufficient criterion for the sustainable fulfillment of the nominal criteria. The traditional approach 

to assessing the sustainability of the nominal convergence process with a view to joining the euro 
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area is based on the inflation rate criterion. The underlying paradigm for this conventional 

thinking implies that a low level of inflation will ensure the fulfillment of the conditions 

regarding the remaining monetary criteria, namely the long-term interest rate and the exchange 

rate stability. Particularly, purchasing power parity theory indicates a direct link between the 

inflation differential and the exchange rate stability. A similar economic intuition also applies to 

interest rates. However, when risk premium shows significant hikes due to financial instability, 

long-term interest rates are on the rise, the exchange rate depreciates, while the inflation rate 

fluctuates strongly between negative and very positive values. In this context, identifying and 

assessing the threats to the sustainability of the euro adoption process through the private lending 

channel, starting from the credit accelerator theory, could actualy be the missing piece in the 

macrostability puzzle. 

Lending cyclicality has effects both on GDP deviation from its potential level and on the 

dynamics of non-performing loans, which, in turn, may affect sovereign risk premium. 

Accelerating lending can induce growth beyond its potential, and the economy enters into a 

process of overheating that favors a general rise in prices in the economy. Otherwise, when the 

financing of the economy falls on a downward slope, there is a demand deficit that reduces 

inflationary pressures. However, to the extent that the reduction of budget revenues amid a 

negative GDP gap is not accompanied by a similar adjustment of budget expenditures and the 

public deficit rises, the inflation rate may even rise significantly, driven by the unavoidable 

increase in indirect taxes, such as value added tax (as has been the case in many EU Member 

States, and Romania is not an exception). At the same time, lending pace may affect the 

dynamics of non-performing loans, which in turn generates recapitalization needs in banks, 

sometimes covered by public funds. Under such conditions, risk premium increases spread, while 

significant upward changes in the CDS rates lead to rising long-term interest rates, depreciating 

exchange rate, as well as to deteriorating public finance. 

The econometric analysis developed in the postdoctoral program suggests that credit accelerator 

theory is valid for ECE countries. The mutual reinforcement between the change in lending pace 

and the output gap induces inflationary pressures on the ascending phase of the spiral but also 

makes the quality of banking portfolios vulnerable to exogenous shocks, especially when 

associated with pro-cyclical policies, particularly visible with the reversal of the trend. At the 
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same time, the empirical results show that the persistence of a credit flow lower than the potential 

for economic growth and excessive financing are associated with high levels of non-performing 

loans two years later, given that the consequences of extreme values in the distribution of bank 

loans are similar in terms of medium-term credit risk. At the same time, deterioration in credit 

portfolio quality creates conditions for amplifying the sovereign risk premium, which is then 

reflected in a high proportion on long-term interest rates. Thus, although there are no financial 

stability indicators among the Maastricht criteria, strengthening the cautious behavior of 

monetary policy with a conservative macro-prudential policy becomes a critical necessity to 

improve the resilience of nominal convergence to exogenous shocks. 

The research results of the post-doctoral program were capitalized by publishing nine articles in 

economic journals, one of which in a ISI (co-author) journal, with an impact factor of 1.197 and 

an absolute influence score of 0.337 (Economic Systems). The purpose of the latter article was to 

identify the level of healthy credit dynamics through a new methodology for both the national 

and international specialized literature, having as a reference point the positive interaction 

between credit growth and the developments in the cost of credit risk. Unlike the traditional 

method of the degree of intermediation gap from the statistical trend (determined by Hodrick-

Prescot) and the solution of the difference from the level suggested by the economic 

fundamentals identified based on the estimation of a panel with reference countries, the proposed 

approach assumes that the sustainable lending pace is neutral over the quality of the banking 

book. The optimal lending pace was assumed as one non-accelerating cost of risk credit growth, 

being conceptually similar to the non-accelerating inflation rate of unemployment (NAIRU) for 

the relationship between unemployment and inflation. The robustness of the analytical 

framework was ensured by building a financial satellite that models simultaneously the 

provisioning costs with credit growth. The adverse effect of the deviation of the lending pace 

from its sustainable level on the asset quality dynamics is considered symmetrical over the two 

phases of the banking financing cycle, periods of accelerated lending and financial deleveraging 

being detrimental to banking stability to a similar extent. The econometric analysis provided 

substantial statistical evidence about the undesirable consequences on credit portfolio quality of 

quarterly nominal credit growth deviations from the three percent threshhold (with a ± 0.5 pp 

margin), with one-year delay. Although the short history of the data used (25 quarters, 2004Q4 – 

2010Q4) and the relatively frequent changes in the provisioning standards requires a cautious 
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interpretation of the estimated functional forms (especially in the case of the second equation - 

provisioning rate), the optimum lending rate, namely 12.5% in annual terms (with a margin of 

about ± 2.5 pp), is close to the average nominal potential GDP growth over the period under 

review. This new analytical framework for determining the equilibrium level of credit growth, by 

means of optimizing the bank portfolio quality, is an alternative to the method of deviation of 

intermediation from the long-term trend, which can be capitalized on recent data to support 

macro-prudential policy-makers in taking the necessary measures to ensure financial stability, 

while a number of structural changes have taken place since 2010, such as the transition to 

international accounting standards since 2012. An additional challenge is induced by the 

introduction of the provisions of IFRS 9 from the beginning of 2018, the application of which is 

expected to produce substantial changes in the level of the provision charges. The effects of this 

new structural change in the series of provisioning charges rate on a possible effort to update the 

optimal lending level can be mitigated by gradual transition to new requirements, assuming that 

restoring the historical series to the new coordinates would not be feasible. 

Other notable publications focused on the interaction of macro-prudential policy with the main 

components of the economic policy mix, namely monetary policy and fiscal policy, highlighting 

the impact of credit growth on inflation and public finance. Their impact on relevant literature is 

expressed by over 20 citations registered, out of which 5 in ISIs with absolute influence scores 

ranging from 0.1 to 0.4. 

2. In what concerns the contributions in macroeconomics, these regarded aspects on the economic 

policy mix in the context of the European Commission proposal on the financial transation tax. 

The underlying work, to which I contributed both as coordinator and coauthor, was mainly part of 

a reserch project funded, based on a national competition, by the European Institute in Romania. 

The project’s topic was Analysis of the Contribution of the New Financial Transaction Tax to 

Supporting Sustainable Economic Growth as envisaged by the EUROPA 2020 Strategy, while its 

purpose was to examine the consequences for Romania of establishing a common system of 

financial transaction tax (FTT) at the European Union level. The policy aim was to support the 

competent authorities in formulating the national position on the subject concerned. In this sense, 

the quantitative impact was assessed based on the cross-links among the situation of the state 

budget, the evolution of the real economy and financial stability, starting with the immediate 
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effects on bank lending and those on the fiscal multiplier generated by the estimated revenue of 

the financial transaction tax. Empirical evaluation showed that although the immediate financial 

effects would be slightly positive, the new tax on financial transactions could contribute only 

marginally to the formation of public financial resources, with a relatively small size in relation 

to GDP (0.3 percent). The cumulative effect on economic growth depends, however, on the credit 

multiplier and the degree of financial stability, while the deleveraging process would be a real 

risk when introducing new fees. Finally, the analysis showed that, in the medium term, the net 

effect of the proposal would be negative not only for the real economy and the financial sector, 

but also for Romania's public finance. The Financial Transaction Tax initiative remained at the 

project stage until the date of this thesis. 

3. In the third category, namely that of contributions to risk management, the summarized results 

focus on improving the credit-scoring techniques, including methods for validating internal 

models, of non-bank financial institutions. In this respect, the rating system of a major leasing 

company in Romania was examined. Testing the discriminatory power of its quantitative 

evaluation criteria highlighted a series of vulnerabilities and areas requiring improvements. The 

main weaknesses were related to the financial score, for which different re-configuration variants 

were formulated. Two papers are set out in addition, which describe a general framework for 

assessing the downgrading risk of credit institutions on the one hand and non-bank financial 

institutions on the other, using similar quantitative analytical techniques and elements specific to 

the microprudential analysis framework. The results of these risk management research have 

been published in three ISI articles. Their impact is expressed by more than 10 registered 

citations, of which 2 in ISI journals and four in papers published in ISI proceedings. 

The second part of the habilitation thesis describes the main coordinates of the author's expected 

research activities. The medium term agenda comprises several aims, out of which the main one 

is to deepen the analysis on the interdependence between the banking system and the real 

economy. In this respect, the main research direction will consist in testing the hypothesis of 

reconfiguring the banking intermediation profile in the Central and Eastern European region, 

once the effects of the Great Recession have been overcome, from one generally characterized as 

an amplifier of exogenous shocks, often triggered pro-cyclical measures at the level of economic 

policy mix components, to that of a buffer, against the background of improved risk management 



  TEZĂ de ABILITARE (SINTEZĂ) 

7 / 7 
 

capabilities at credit institution level and of more effective and better coordinated macro-

prudential frameworks at supervisory authorities level. Another research direction aims at testing 

different functional specifications for the interaction between credit growth and economic 

growth, using the quadratic function and other non-linear specifications. In addition, one 

particular interest will be focused on studying the mechanism by which the imbalance between 

the two segments of the banking intermediation function, namely between lending growth and 

deposits raised from population and non-financial companies, could increase the volatility of the 

economic activity. 


