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Abstract

This study aims to investigate the impact of structural indicators for the European Union banking system on economic
evolution. The methodological framework is the analysis of three variables of economic evolution. The econometric
equation is built by regression test using annual data for the period 2008 to 2014. The indicators of the European
banking system consist of fifteen independent variables and their impact on three economic variables consisting of
GDP at current market prices, EMU convergence criterion bond yields (Maastricht criterion) and HICP annual average
inflation rates are investigated on the growth in EU (dependent variable). The regression results show that there is
statistical significant impact at different level 1%, 5% and 10% of all independent variables on EMU convergence
criterion bond yields (Maastricht criterion), and in thirteen variables on GDP at current market prices except total
assets of domestic banking groups and branches of credit institutions from rest of the world variables. Finally, only
three variables total assets of domestic banking groups, branches of credit institutions from rest of the world and assets
of pension funds have significant impact on HICP annual average inflation rates. The researchers recommend the need
to build the financial stability in the banking system of the European Union with the continuity of modifying
commercial legislation based on environmental changes and raise transparency to increase and diversify investments in
the financial markets to reduce risk, and, thus, this will lead to increase in the level of social responsibility toward

socialist economic.
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Introduction

Banks play a key role in the allocation of economic
resources and affect the transfer of assets, payments
system, fiscal policy and financial stability which
are considrered as critical factors and drivers for the
economic growth process. The recent acceleration
in the assets of the financial sector, growth and un-
balanced macroeconomic variables during the glob-
al financial crisi, led to the rise of the pertinent
question about the size of the financial sector, effec-
tiveness of its various activities, restrictions, costs
imposed and its impact on the community’s econo-
my (Lakstutiene, 2008).

The magnitude of changes in the financial sector in
the European Union has a significant impact on the
level of competition in the market, which diagnosed
the extent of the financial crisis, banks’ interest in
financial stability, competition and concentration in
the market and the relationship between them. The
global financial crisis that has occurred recently
made the banks think about how to build strong and
solid foundations, maintain stability and reliability
in the banking system and, thus, make EU care
about quality supervision and international
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coordination in all its banking operations by
upholding the restrictions and requirements of the
BASEL III system. The European system is now
trying to coordinate regulation of the financial and
economic systems at EU level as a whole, rather
than at the national level. One of the central pillars
of the financial system is the control restrictions,
coordination and supervision for the effectiveness
of the financial system and it tries to find solutions
to all the conflicts between the local financial
sector, industry and banks. The evolution of the
banking system has increasingly been reliant on
non-interest income supported by technology up
gradation and the level of freedom of information in
the European Union contributed to amend the
restrictions and dealing with the environment
variables easily in light of financial and economic
globalization (Dhameja, 2010).

The objective of this study is to understand the fluc-
tuations within the financial banking system struc-
ture of EU countries and focus on changes in con-
centration and competition in the market and its
subsequent impact on economic development with-
in the ambit of EU regulations. The contribution of
this study is to analyze factors that influence the
financial structure of the banking system and are
represented in the monetary policy of the European
Union and, thus, focus on financial performance
and the extent of its impact on the economy. The
added value of the study is to crystallize the power
of the banking financial position in light of competi-
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tion and cooperation within the European Union to
overcome the environmental challenges and risks
and to also analyze the development of information
and communication technology that contributed for
increasing the level of the creative phase of the
banking system, which focused on the competitive
advantages of the services provided to achieve effi-
ciency in their operations. Hence, the importance of
the study is to crystallize the bank’s financial analy-
sis and flexible rules reflected on the financial per-
formance in a changing environmental conditions
which contribute to increase in the level of their
efficiency leading to cost reduction, better resource
allocation, and, hence, it’s positive impact on the
country’s economy growth.

This study is structured as follows. In section one,
literature review of all relevant previous studies
related to this topic has been discussed especially
pertaining to the analysis of the banking system and
the process of economic evolution in European
Union (EU). The second section presents the re-
search methodology and we discuss the proposed
model, variables and hypotheses. In the third sec-
tion, analysis is done using relevant tools like regres-
sion test, and the inferences draw from the analysis. In
the final section, we present the conclusion of the
entire study and future course of action.

1. Literature review

Bikker and Haaf (2002) focused on competition in
the market and the degree of obstacles both inside
and outside European region, and found that the
banking sector is characterized by monopolistic
competition within the European countries, but
varies outside Europe depending on the nature of
the markets. Durham (2004) pointed out that eco-
nomic freedom is instrumental in attracting foreign
investment, which, in turn, contributes to economic
growth in the short-term, and cooperation between
local and foreign institutions results in increases in
the life of invetsment in medium-and long-term
contributing to positive economic value on Gross
Domestic Product (GDP). Kim et al. (2006) indi-
cated that the ongoing restructuring of banking re-
strictions and instructions audit contribute to avoid-
ance of the risks, especially in light of monopolistic
competition, which positively affects the bank’s
earnings and plays a vital role in economic growth.

Bornhorst and Commander (2006) noted the need to
increase the proportion of employment in the mar-
ket, which will increase the level of economic
growth with the help of wage increase by reviewing
of the policies’ work. Gischer and Stiele (2008)
explained the importance of banks’ returns for eco-
nomic growth by focusing on monopolistic compe-
tition and found that small banks are more effective
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in their performance and are able to achieve market
power, as compared to big banks. Jurajda and Ter-
rell (2009) indicated that the human element is the
key factor in explaining the rate of non-
employment, which is considered the capital of
many countries that contributes positively to eco-
nomic growth.

Rousseau and Wachtel (2011) states that the depth
of financial analysis in the financial sector impacts
positively on economic growth, as increased liquidi-
ty in the financial markets affects the economy by
transfer of funds between markets and work, and
the allocation of resources in the market. Costea
(2012) noted that the “financial gap” consists of
three variables: country budget, exchange rate and
the interest rate that affect the banking sector policy
in granting of loans and the percentage of defaults
and thise impact on economic growth. Greenwood
et al. (2013) empirically analyzed the application
and indicated that the efficiency of the development
of the financial sector increases by making use of
productive resources and recycling them to keep
low costs, thus, reflecting positively on economic
growth, and pointed to the need to adopt global
financial models of intermediation.

Fiordelisi and Marques (2013) found that the
investment diversification and the production of
multiple products have significant effect on risk
reduction, which contributes to the improvement of
the financial sector portfolio and increases
economic growth. Bruno and Hauswald (2014)
indicated that the financial characteristics of the
banks have a positive impact on the banks’ growth,
which is reflected on increasing the market share of
domestic and foreign banks and creates an
innovative competition in the market. Skarea and
Tomi¢ (2014) indicated that innovation is an
essential component to building long-term contracts
in the industry and this step is essential for
economic growth, as well as for growth of
production and technology which are the key factor
of innovation. The study also found that the
performance is different between states and depends
on the period of study and existing resources in the
states.

Tang (2015) explained that flow of foreign direct
investment in the European Union does not contri-
bute directly on economic growth, while the evolu-
tion of financial markets contributes to increased
economic growth leading to increased market share,
as the interaction with foreign direct investment and
financial markets contribute to the financing of the
firms in a positive way. Skare and Lacmanovié
(2015) explained that the human capital plays an
important role in the economic growth phenomena
and, starting from focus on the education sector,



teaching methods and ability of states to stimulate
this sector, the effect will extend to all industrial
sectors for enhanced economics growth. Ruggiero
et al. (2015) pointed out that enhanced cooperation
between EU states had added value for economic
and build a strength sector in economics with the
ability to solve many of the problems that can occur
in the market. This study is similar to a number of
previous studies in terms of methodology and ob-
jective and in terms of the diagnosis of economic
growth factors, as indicated in some of the studies,
like human element, educational sector, financial
innovation, market structure, political legislative
factor and high coordination and cooperation be-
tween member states contribute to the economic
development. The current study varies with the
method of application, where the researchers ana-
lyzed and evaluated the independent variables as a
model integrated in the performance of banks in the
European Union. This analysis has been applied to a
number of economic variable, after the global fi-
nancial crisis, while different previous studies used
only one economic variable to show their effect on
economic development.

1.1. The constraints and growth of the European
Union banking system. The global financial crisis
has proved that the equity ratio is low for banks to
absorb losses in addition to the lack of proportionate
and sufficient liquidity to cover potential crisis. The
BASEL Committee III is seeking a stable financial
banking system that is based on three pillars of capital
adequacy, improves the ownership and debt ratio
weights appropriate to reduce the risks, as well as
keeps up liquidity in the short-term and long-term and
takes into account the budget inflows and cash out-
flows (Jalilian et al., 2007). The financial crisis made
it clear that the harmonization in the banking and fi-
nancial system constraints the EU to reduce the inter-
est on the national level in order to increase the stabili-
ty of the bank and also increased interest deposits and
insurance, which gives an indication of the ability of
banks to lend and cooperate between EU member
states, making these countries compete and increase
confidence in the banking sector, despite the low level
of loans granted during the financial crisis, within the
European Union, under the balance of the growth of
loans granted to individuals and firms (Pasiouras,
2008).

The lower yields to the banks relative to the normal
capital returns are coupled with the cost to provide the
same services in the financial market, put pressure on
the competitiveness and reduce the profit margin. The
desire of banks to build strong reserves too results in
reduction in the yield of banks. The low margin lend-
ing leads to the attention of government bond yields
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and building an investment portfolio in light of the
financial crisis and the risk of the country (Piotr et al.,
2006). The potential growth opportunities in the Euro-
pean banking system are the result of integration be-
tween these countries. This provides an opportunity to
improve the banking system efficiency by addressing
the constraints of the system. Necessary changes in
trade legislation which facilitate the divising of long-
term contracts between banks and implementing an
incentive based system for employees to help to en-
courage them to work effectively in maintaining the
bank’s assets and increase transparency (Boeri and
Garibaldi, 20006).

The importance of the banking system for corporate
finance plays a key role in the evolution of the Euro-
pean financial economics due to diversification in the
portfolio financing with access to the bond and stock
resulting in achieving the integration of all markets
within EU. The size of the banking sector in EU-27
countries is asymmetrical, due to difference in the
value and size of assets among the so-called old and
new EU member states.

Low similarity among EU member countries in terms
of the share of assets in each different bank to GDP, as
indicated in European statistical report (2011, 2013
2015), points out that bank loans in the EU are the first
source of external finance for individuals, businesses
and industry and it has a significant impact on the
business cycle, monetary policy and, therefore, affects
the economic value too. The supervisory committees
established within the European Union act as macro-
prudential and micro-prudential supervision for con-
troling of systematic risk, ensuring stability of the
financial system, focus on development of the sectors
and examine its risks.

2. Research methodology

This study analyzes the structural indicators for the
European Union banking system on economic evolu-
tion in the European Union over the period 2008-
2014. The data used are collected from European sta-
tistical report (2011, 2013, 2015) and report on finan-
cial structures from European central bank (2015).

2.1. The variables and model of the study. The
study developed a main model and tested it based on
three dependent variables which explain the economic
evolution in European Union (EU) and fifteen inde-
pendent variables which impact the structural indica-
tors of the European Union banking system. The main
equation is summarized and presented below:

Economic Evolution (EEV;) = oy + 1 NCI; + p> +
+ TAD,', +ﬂ3 FSB,', +ﬂ4 SCI,‘t +ﬂ5 BCI,', +ﬁ6 PCIil +
+ ,87 PLB;, +ﬁ3 EAMM” + ﬂg EAIF,; +ﬁ10AICi1 +
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+ﬁ11+ + APF,‘Z +ﬁ12RAPFTA,‘t +ﬂ13RAICTA,', +
+ ﬁ]4RAMFTA it ﬁ]s RAOFITA it + 6[,

where (EEV;) is measured by: (GDP: CMP),
(EMU-CCBY: Maastricht Criterion), and (HICP:
AAIR).

Notes: The dependent variables of economic evolu-
tion are: GDP at current market prices (GDP:
CMP), EMU convergence criterion bond yields
(Maastricht criterion), (EMU-CCBY: Maastricht
criterion), HICP all-items, annual average inflation
rates (HICP: AAIR).

The independent variables are: Number of Credit
Institutions (NCI), Total Assets of Domestic Ban-
king Groups (TAD), Foreign-Controlled Subsidia-
ries and Branches (FSB), Subsidiaries of Credit
Institutions from rest of the world (SCI), Branches
of Credit Institutions from rest of the world (BCI),
Population Per Credit Institution (PCI), Population
per Local Branch (PLB), Euro Area Money Market
Funds (MMFs) (EAMM), Euro Area Investment
Funds (excl. MMFs) (EAIF), Assets of Insurance
Corporations (AIC), Assets of Pension Funds
(APF), Ratio of Assets of Pension Funds to Total
Assets of the financial sector (RAPFTA), Ratio of
Assets of Insurance Corporations to Total Assets of
the financial sector (RAICTA), Ratio of Assets of
MFIs to Total Assets of the financial sector
(RAMFTA), Ratio of Assets of Other Financial
Institutions to Total Assets of the financial sector
(RAOFITA).

2.2. Hypotheses. In order to study the problem, are
identified three hypotheses based on fifteen inde-
pendent variables (mentioned in section 2.1) and are
summarized as follows:

HO-1: There is no statistical significant impact of
each structural indicator for the European Union
banking system variables on GDP at current market
prices variable.

HO-2: There is no statistical significant impact of
each structural indicator for the European Union
banking system variables on EMU convergence
criterion bond yields (Maastricht criterion) variable

HO-3: There is no statistical significant impact of
each structural indicator for the European Union
banking system variables on HICP (annual average
inflation rates variable).

3. Results and discussion

3.1. Descriptive statistic analysis. Table 1 shows
descriptive statistical analysis of fifteen independent
variables which explain the structural indicator for
the European Union banking system. The descrip-
tive statistic results calculated by average of each
independent variables on EU countries over the
period 2008-2014 based on annual report of finan-
cial structures from European central bank (2015).
The analysis shows that Germany is high in NCI
and TAD variables, but Estonia is low in the same
variables, Ireland is high in FSB, but Slovenia is
low, Malta is high in SCI and BCI variables, but
they are low in Lithuania, Slovenia and Finland.
Greece has high PCI whereas it is low for Luxem-
bourg, Estonia is high in PLB, but it is low in Cy-
prus, the EAMM is high in France and low for Es-
tonia, Cyprus, Latvia and Lithuania, the EAIF is
high in Luxembourg and low in Latvia, the AIC is
high in France and low in Ireland, Cyprus and Mal-
ta, the APF is high in Netherlands and low in Irel-
and, Greece and Cyprus, the RAPFTA is high in
Netherlands and low in France, Luxembourg and
Malta, the RAICTA is high in France and low in
Greece, the RAMFTA is high in Finland and low in
Netherlands. Finally, the RAOFITA is high in Lux-
embourg and low in Greece. The interpretation of
the result depicts that high evaluation of perfor-
mance is concentrated in ten countries having a high
GDP in addition to the multiple industries that are
adding economic value and increasing growth in all
financial activities.

Table 1. The statistical descriptive analysis of independent variables

Independent variables Minimum Maximum Mean Std. deviation
NCI 258.0 319.00 295.1429 20.92390
TAD 1218.00 1488.00 1332.1429 82.43266
FSB 194.00 274.00 235.2857 29.94280
SCI 4.00 7.00 5.5714 0.97590
BCI 1.00 4.00 3.0000 1.00000
PCI 65527.00 77051.00 69389.71 4416.60827
PLB 2838.00 3906.00 3268.5714 401.41333
EAMM 44.00 67.00 55.5714 8.65750
EAIF 235.00 500.00 353.7143 87.53802
AlC 241.00 340.00 285.5714 33.24082
APF 62.00 107.00 80.8571 15.57165
RAPFTA 1.00 4.00 2.2857 1.11270
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Table 1 (cont.). The statistical descriptive analysis of independent variables

Independent variables Minimum Maximum Mean Std. deviation
RAICTA 4.00 8.00 6.1429 1.77281
RAMFTA 42.00 65.00 53.7143 9.89468
RAOFITA 11.00 26.00 19.7143 5.79409

Table 2 shows descriptive statistical analysis of
three dependent variables which explain the eco-
nomic evolution in EU over the period of 2008 to
2014. The descriptive statistics results are based on
data collected from the European statistical report
of (2011, 2013, 2015). The results indicated that
GDP has increased relatively from 11770.00 in
2009 to 13921.00 in 2014, over the period of study,
indicating an overall growth in all activities within
EU due to harmonious cooperation with all sectors
of the economy, harmonized economic policies and
the importance of trade and economic agreements
that are made with many countries, all of which

contributed positively to economic growth. Also a
gap between minimum and maximum number of
the convergence criterion bond yields variable, that
almost halled from 4.54 in 2008 to 2.21 in 2014
over the period because of the increasing growth of
the industries and the private sector led to lower
dependence on the public sector, leading to a de-
cline in bond yields. Finally, the inflation rate in EU
was fluctuating during the period of the study the
minumim being in 2014 at 0.60 and high 3.70 in
2008. These results explain the balanced growth in
all economic sectors of the European Union co-
untries.

Table 2. The statistical descriptive analysis of dependent variables

Dependent variables Minimum Maximum Mean Std. deviation
GDP: CMP 11770.00 13921.00 12873.00 771.84670
EMU-CCBY: Maastricht criterion 2.21 454 3.6571 0.81627
HICP: AAIR 0.60 3.70 2.0857 1.12758

3.2. Regression test and discussion. Table 3 focuses
on the regression analysis, and the test run for all fif-
teen independent variables explaines the structural
indicators for the European Union banking system on
GDP at current market prices. The results how all
variables are significant at ** Sig at p < 0.05 and ***
Sig at p < 0.01 except branches of credit institutions
from rest of the world (BCI) and total assets of domes-
tic banking groups (TAD) variables. The #-value sig-
nificant variables are -4.513, -3.197, 6.027, 5.634,
5.841,-3.617, 3.655, 4.014, 4.871, 5.528, 3.899, 5.096
and 3.622, where correlation R is high for all signifi-
cant variables and the numbers lies between 85% and
93%. Also R? is high and lie between 67% and 85%
for all significantly independent variables and is inter-
preted that coefficient of determination explained by
amount of the dependent variable. The strong correla-
tion is interpreted as due to the adoption of the EU’s
policy of compromise in the long run between indus-
trial production and consumer needs, depending on the
financial sector to increase economic growth while
exploiting the power point in the European Union in
the freedom and diversification of the market and high
coordination between the EUcountries, example being

the growth of the energy sector as a driver for the
economic development in the European Union. The
results explained that the GDP is the measure of the
size of the economy and it is evident that growth in the
EU was strong since 2008, primarily, due to its focus
on the manufacturing sector, which was instrumental
in maintaining its growth. Moreover, European Union
was able to run leadership with a clear strategy, which
gave priority to the Union’s capital markets making
the business attractive to the global investment sector.
EU continuous attention towards a more democratic
and flexible economic and monetary policy within the
union led to increased growth reflected by steady in-
crease in GDP. Indicators suggest that GDP returned
to growth after 2009 at EU level and continued to
increase to 3% in 2014, reaching to an estimated EUR
13.9 trillion. This study is consistent with the previous
study of Durham (2004) which emphasized on taking
advantage of economic freedom in attracting foreign
investment and its positive significant impact on GDP.
This study also ratifies the findings by Hauswald
(2014) about compatibility in terms of the presence of
significant effect on the financial characteristics of
economic development.

Table 3. Regression analysis of structural indicators for the European Union banking system
on GDP at current market prices

Ind. var. R R? T- value Sig. Un standardized coefficient
St-Error B
NCI 0.896 0.803 -4.513 0.006*** 7.324 -33.054
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Table 3 (cont). Regression analysis of structural indicators for the European Union banking system
on GDP at current market prices

Ind. var. R R? T- value Sig. Un standardized coefficient
St-Error B

TAD 0.510 0.260 -1.324 0.243 3.603 -4.771
FSB 0.819 0.671 -3.197 0.024** 6.607 -21.123
Scl 0.937 0.879 6.024 0.002** 123.085 741.475
BCI 0.529 0.280 1.395 0.222 292.874 408.500
PCI 0.929 0.864 5.634 0.002*** 0.029 0.162
PLB 0.934 0.872 5.841 0.002*** 0.307 1.795
EAMM 0.851 0.724 -3.617 0.015** 20.964 -75.835
EAIF 0.853 0.728 3.655 0.015** 2.058 7.521
AlC 0.874 0.763 4.014 0.010** 5.054 20.285
APF 0.909 0.826 4.871 0.005*** 9.247 45.048
RAPFTA 0.927 0.859 5.528 0.003** 116.325 643.058
RAICTA 0.867 0.753 3.899 0.011* 96.863 377.682
RAMFTA 0.916 0.839 5.096 0.004** 14.018 71.432
RAOFITA 0.851 0.724 3.622 0.015* 31.293 113.355

Table 4 explains the regression analysis and also
test run for all fifteen independent variables ex-
plained the structural indicators for the European
Union banking system on EMU convergence criterion
bond yields (Maastricht criterion). The results shows
that all variables are significant at *Sig at p < 0.10 **
Sig at p < 0.05 and *** Sig at p < 0.01 significant
level. The t-value significant variables are 6.746,
2.661, 5.462, -2.316, -2.964, -5.659, -5.234, 2.300, -
8.023, -7.063, -5.790, -4.824, -3.484, -2.693 and -
3.977, where, correlation R is high for all significant
variables and the numbers between 71% and 96%, and
also R’ is high and between 51% and 90% for all sig-
nificantly independent variables and interpreted that
coefficient of determination is explained by amount of
the dependent variable. The strong correlation is inter-
preted as the European Union’s ability to create easy
mechanisms to handle any obstacles and economic
crises emanating due to political barriers that limit
economic variations and keeps the market and the
financial sector at high efficiency, and where many
economic agreements have contributed in promoting
medium and long level of economic growth in all
countries of European Union.

The interpreted results reflect that this indicator is
important not only for economic development, but

also is a key function in the evaluation of currency to
the productivity gains from the commercial sector,
where this comes not only from income, but also from
loans by banks, thus, increasing reflecting the purchas-
ing power problem which leads to deterioration of the
economy, leading to inflation and the lack of balance
in the market. Arising out of this phenomenon is the
problem of risk premium when government increase
revenues from bonds and lower exchange rates. The
financial position, therefore, is negatively affected by
this situation which affects the economic value-added
tax returns. In addition, government debt is rising and,
thus, increasing the risk to the state’s economy, lead-
ing to imbalance between the government’s financial
policy, stability of the financial and banking sector,
this standard allows, to some extent, by taking into
account some of these hedge risks in the process con-
vergence. The results show that bond yields were up
during the global financial crisis at 4.54% in 2008,
when it began to decline after 2012 and reached in
2.21% in 2014. These results are consistent with a
study of Costea (2012) in terms of the presence of
significant effect on the state budget on economic
development as indicated in Fiordelisi and Marques
(2013) with the need to diversify its investments and
cooperation of the private sector with the state econo-
my to increase economic development.

Table 4. Regression analysis of structural indicators for the european union banking system
on EMU convergence criterion bond yields (Maastricht criterion)

Ind. var. R R? T-value Sig. Unstandardized coefficient
St-error B
NCI 0.949 0.901 6.746 0.001*** 0.005 3.703E-02
TAD 0.766 0.586 2.661 0.045* 0.003 7.580E-03
FSB 0.925 0.856 5.462 0.003*** 0.005 2.523E-02
SCI 0.719 0.518 -2.316 0.068* 0.260 -0.602
BCI 0.798 0.637 -2.964 0.031* 0.220 -0.652
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Table 4 (cont.). Regression analysis of structural indicators for the european union banking system
on EMU convergence criterion bond yields (Maastricht criterion)

Ind. var. R R? T- Value Sig. Un standardized coefficient
St-Error B

PCI 0.930 0.865 -5.659 0.002** 0.000 -1.72E-04
PLB 0.920 0.846 -5.234 0.003** 0.000 -1.87E-03
EAMM 0.717 0.514 2.300 0.070* 0.029 6.760E-02
EAIF 0.963 0.928 -8.023 0.000** 0.001 -8.98E-03
AlC 0.953 0.909 -7.063 0.001** 0.003 -2.34E-02
APF 0.933 0.870 -5.790 0.002** 0.008 -4.89E-02
RAPFTA 0.907 0.823 -4.824 0.005"** 0.138 -0.666
RAICTA 0.842 0.708 -3.484 0.018* 0.111 -0.388
RAMFTA 0.769 0.592 -2.693 0.043* 0.024 -6.35E-02
RAOFITA 0.872 0.760 -3.977 0.011* 0.031 -0.123

Table 5 indicated the regression analysis and the
test run for all fifteen independent variables ex-
plained the structural indicators for the European
Union banking system on HICP, annual average
inflation rates. There are three variables consisting
of branches of credit institutions from rest of the world
(BCD), total assets of domestic banking groups (TAD)
and assets of pension funds (APF) only are significant
at *Sig at p < 0.10 ** and Sig at p < 0.05. The t-value
significant variables are 2.458, -2.818 and -1.531,
where correlation R is 0.740, 0.783 and 0.565, while
R’ is 0.547, 0.614 and 0.319 and interpreted that coef-
ficient of determination explained by amount of the
dependent variable. The medium correlation inter-
preted between the financial system characteristics and
inflation variable is the extent of interaction of Euro-
pean Union countries to adopt alternative policies and
plans to reduce the risk of inflation with the ability of
these countries to pay attention to culture and social
responsibility, which again reflects positively on eco-
nomic development.

The inflation is expressed as an increase in the general
level of prices of goods and services in the economy,
and is measured in European region by harmonized
index of consumer prices (HICP). Thus, when the
purchasing power goes down, it tantamount to inabili-
ty to buy the same goods and services in the same
monetary value as previously paid. HICP gradually
decreased from 2011 to 2014 to stand at 0.6 % in
2014. Romania witnessed the biggest increase in
HICP to 54.7 %, between the years 2005 to 2014,
while Ireland recorded the lowest rise in the same
period of 9.6 %. The overall change in the EU was
20.9 %. This study correspond to the study of Born-
horst and Commander (2006) in terms of attention of
employment element and increasing wages in the
market and, thus, have a significant effect on improv-
ing market demand and reduce the rate of inflation as
indicated of Greenwood et al. (2013) that operational
efficiency increase productivity and reduce costs,
which affects positively and significantly on the bal-
ance of prices and market demand.

Table 5. Regression analysis of structural indicators for the European union banking system on HICP, an-
nual average inflation rates

Ind. var. R R? T- value Sig. Un standardized coefficient
St-error B

NCI 0.593 0.352 1.649 0.160 0.019 3.198E-02
TAD 0.740 0.547 2.458 0.057* 0.004 1.012E-02
FSB 0.615 0.378 1.743 0.142 0.013 2.315E-02
SCI 0.143 0.020 -0.323 0.760 0.511 -0.165
BCI 0.783 0.614 -2.818 0.037* 0.313 -0.883
PCI 0.557 0.310 -1.499 0.194 0.000 -1.42E-04
PLB 0.524 0.275 -1.376 0.227 0.001 -1.47E-03
EAMM 0.313 0.098 0.738 0.494 0.055 4.082E-02
EAIF 0.654 0.427 -1.931 0.111 0.004 -8.42E-03
AlC 0.633 0.401 -1.828 0.127 0.012 -2.15E-02
APF 0.565 0.319 -1.531 0.027* 0.027 -4.09E-02
RAPFTA 0.474 0.225 -1.205 0.282 -0.399 -0.481
RAICTA 0.524 0.275 -1.376 0.227 0.242 -0.333
RAMFTA 0.337 0.113 -0.799 0.460 0.048 -3.84E-02
RAOFITA 0.549 0.302 -1.470 0.202 0.073 -0.107
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Conclusion

This study aims to investigate the impact of structural
indicators for the European Union banking system on
economic evolution over the period 2008 to 2014.
This study used three dependent variables explained
the economic evolution consists of GDP at current
market prices, EMU convergence criterion bond
yields (Maastricht criterion) and HICP annual average
inflation rates and fifteen independent variables
focused on banking system structure as mentioned in
methodology section. The regression results shows
that there are statistical significant impact at different
level 1%, 5% and 10% of all independent variables on
EMU convergence criterion bond yields (Maastricht
criterion) and in thirteen variables on GDP at current
market prices except total assets of domestic banking
groups and branches of credit institutions from rest of
the world. Finally, only three variables total assets of
domestic banking groups, branches of credit
institutions from rest of the world and assets of
pension funds has significant impact on HICP annual
average inflation rates.

These inferences drawn from the results indicate that
credit growth plays a central role in nominal conver-
gence process and there is a fluctuation of financial
stability in EU throughout the period of study. The
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