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 The paper analyzes the specific features of the financing of Bulgarian economic agents 
through the international debt securities market (IDSM). The time period is from the 3rd

quarter of 1989 to the 1st quarter of 2017. The study entails two stages of analysis. The 
first stage identifies and analyzes the trends including the amount of debt denominated 
in international securities, the choice of market segment, the interest rate structure and 
the currency structure. The second stage identifies and analyzes the determinants that 
stand behind the trends. The two-stage analysis is further divided in three different sec-
tions for each stage, dedicated to the three sectors: the general government, the financial 
corporations and the non-financial corporations. Four hypotheses are tested. The first 
one, that the public sector has the leading role in respect to the amount of financing re-
ceived from the IDSM, is accepted. The second one - that since Bulgaria is a small open 
economy, the three sectors participate actively in the international money and bond 
markets, is rejected. The third one, that Bulgarian economy is financed predominantly 
through the IDSM by issuing  fixed interest rate instruments, is accepted. The fourth 
one, that the implementation, the functioning and the exit strategy of the currency board 
in Bulgaria determine the choice of the euro as a currency of denomination of the Bul-
garian debt issued on the IDSM, is also proven to be true. 
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Introduction 

The channels of financing a certain economy have been an object of greater aca-

demic attention since the Second World War. The reason is that these channels had a 

much more important role for economic development given the new international 

economic structure and the way international economic relations were realized. 
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In the contemporary economic environment the international debt securities 

market (IDSM) is one of the main sources of financing. It has developed considerably 

since the 1960s. The participants include not only private corporations and financial 

institutions but also sovereign entities. The international debt securities are debt secu-

rities issued in a market other than the local market of the country where the borrower 

resides, i.e. issued in any market by a non-resident. 

In recent decades the IDSM has established itself as one of the channels for fi-

nancing the economic activity in Bulgaria. This paper analyzes the idiosyncrasies of 

that channel. There are a lot of aspects concerning the topic that can be an object of 

research – the general guidelines for international debt management, the legal aspects, 

the debt problems and debt crises, the financial and regulatory framework, the func-

tioning of the regulatory institutions, the financial infrastructure, the way clearing and 

settlement systems work, the tax treatment, the behaviour of the market participants, 

the asymmetric information, etc. This study focuses on the overall trends and deter-

minants of Bulgaria’s international debt securities financing. 

2. Literature 

The participation of Bulgarian economic agents and their use of different debt 

instruments in the IDSM is not a topic that has been largely studied in academic liter-

ature. 

The main focus has been on the Bulgarian Brady bonds. Houben (1995) and 

Alexandrov (1995) analyze the initial creation of the Brady bonds. Bobeva et al. 

(1995) study the link between the Bulgarian foreign debt bonds and the privatization 

in the country. Budina and Manchev (2000a, 2000b) make an empirical assessment of 

the determinants of Bulgarian Brady bond prices. Minassian (2005, 2007a) conducts 

an overall analysis of the sovereign debt management of the Brady bonds. Todorov 

(2013) studies the idiosyncrasies of the default yield spreads of the Bulgarian Brady 

bonds in relation to corresponding default yield spreads of sovereign Brady bonds 

from other emerging markets. 

Rowland and Torres (2004), and Rowland (2004) include the Bulgarian Brady 

bonds along with those of other countries to study the determinants of spread and cre-

ditworthiness for emerging market sovereign debt. They use respectively a panel data 

study and a pooled data analysis. Strahilov (2006) includes the Bulgarian Brady 

bonds in the study of the determinants of country risk in Eastern European countries. 

He uses cointegration. 

Some researchers investigate the prices and yields of Brady bonds during crises 

or in relation to a debt crisis and they include the Bulgarian ones as well. Fry et al. 
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(2002) and Dungey et al. (2002) examine the international contagion effects from the 

Russian crisis. Miller and Zhang (2000) focus on sovereign liquidity crises. Izvorski 

(1998) explores the connection with default probabilities. Dahiya (1997) examines the 

risks and returns of brady bonds in a portfolio framework. Aktug et al. (2012) study 

the period between 2001 and 2007 analyzing sovereign credit default swap and bond 

markets. Todorov (2010) analyzes the country yield spreads of emerging markets dur-

ing six crises: Mexico (1994-1995), Russia (1998), Brazil (1998-1999), Argentina 

(2001-2002), Brazil (2002), and USA (2007-2009). 

The studies that focus on other types of Bulgarian international debt securities 

are a few. Pirian (2003) and Minassian (2007b) examine the link between some of the 

issues of Bulgarian government eurobonds and global bonds and the elimination of 

Brady debt instruments as liabilities for the Bulgarian government. Yordanov (2012) 

includes Bulgarian international bonds in an analysis of the informational content of 

the risky spreads in a multifaceted way from no-arbitrage financial and macroeco-

nomic points of view. 

So far there has been no comprehensive study of Bulgaria’s international debt 

securities financing. The current article aims to fill that gap. 

3. Methodology 

For approximately four decades until 1989 the Bulgarian economy functioned as 

a centrally planned economic system. Moreover, international economic relations 

were mainly focused on the countries of the Eastern bloc and were realized through 

specific economic channels, institutions and instruments. That is why debt financing 

through international securities was not considered as a good option for the economy. 

The international debts were mainly in the form of bank loans. The current interna-

tional financial market situation at the time additionally facilitated such an approach. 

There was some official financing as well. 

For this reason the current study of Bulgaria’s international debt securities fi-

nancing encompasses the period from the 3rd quarter of 1989 to the 1st quarter of 

2017. Thus the frame is large enough for capturing the entire transition period of the 

economy and the years of mixed market economy as well. The study entails two 

stages of analysis. 

The first stage is to identify and analyze the trends. It includes the following 

subcomponents: 

• The amount of debt denominated in international securities; 

• The choice of market segment – the international money market or the inter-

national bond market; 
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• The interest rate structure – the choice between fixed and floating interest rate 

instruments; 

• The currency structure – the choice of different currencies of denomination. 

The second stage is to identify and analyze the determinants that stand behind 

the trends. This will give depth to the study as not only the facts are important but 

their explanation as well. 

The two-stage analysis is further divided in three different sections for each 

stage. Separate attention is paid to the three sectors: the general government, the fi-

nancial corporations and the non-financial corporations. 

The following definitions are used. 

� The general government is defined as the central government, local govern-

ment and social security funds and excludes the central bank and publicly owned cor-

porations. 

� The financial corporations are firms that are principally engaged in providing 

financial services, such as financial intermediation, financial risk management or li-

quidity transformation. They include the central bank (BNB – The Bulgarian National 

Bank), banks and non-bank financial corporations. 

� The non-financial corporations are firms whose principal activity is the pro-

duction of market goods or non-financial services. They include legally constituted 

corporations, branches of non-resident enterprises, quasi-corporations, notional resi-

dent units owning land, and resident non-profit institutions that are market manufac-

turers of goods or non-financial services. 

The main focus of the study will be the testing of four hypotheses. 

The first one is: The public sector has the leading role in respect to the amount 

of financing received from the IDSM. Historically this has been the trend as far as the 

emerging markets and the developing countries are concerned. The hypothesis will be 

tested not only for the absolute amount of debt issued, but also for the determination 

of the overall dynamics. It will be done in the following way. 

First, the trend of the overall debt amount (ODA) will be calculated using the 

Hodrick-Prescott filter. This two-sided linear filter decomposes the time series into 

two components: a trend component and a stationary (cyclical) component. The sta-

tionary one is defined as the difference between the original series and its trend 

(���� � ��������	). The filter calculates the trend (��������	) through the smooth-

ing of the original time series (����) by minimizing the deviations of ����from 

��������	. The following formula is used: 
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Second, the correlation between the amount of debt of the different sectors and 

the ODAtrend will be calculated. Since the ODA is comprised of the amount of the debt 

of the three sectors, the correlations coefficients will show which of them is the lead-

ing one in the determination of the trend. 

The second hypothesis is: Since Bulgaria is a small open economy, the three sec-

tors participate actively in the international money and bond markets. The hypothesis 

corresponds to the traditional notion of the small open economy theoretical model. 

The third hypothesis is: Bulgarian economy is financed through the IDSM pre-

dominantly by the issuing of fixed interest rate instruments. These kinds of instru-

ments are the prevailing ones as far as the IDSM is concerned as a whole. 

The  fourth hypothesis is: The implementation, the functioning and the exit 

strategy of the currency board in Bulgaria determine the choice of the euro as a cur-

rency o fdenomination of the Bulgarian debt issued on the IDSM. When considering 

the euro, it is clear that it can be part of the analysis after its introduction in 1999. The 

data, however, allows comparing it on another basis – as “the sum of ECU, euro and 

legacy currencies now included in the euro”. The currency board was implemented 

initially with the German mark as a reserve currency, but in the very law for its im-

plementation it was stipulated that it would be replaced by the euro. 

The hypothesis is a logical supposition because the fixed exchange rate and the 

prospective of the euro being an official domestic currency remove to a great extent 

the currency risk. This kind of risk in the lev-euro relation is almost non-existent 

since there is only a very low hypothetical probability of a currency crisis leading to 

the end of the currency board without joining the eurozone. 

The data that is used is taken from the Bank for International Settlements (BIS) 

which provides quarterly data available on the web site of the institution (www.bis. 

org), and the Bulgarian Ministry of Finance, again available on the web site of the in-

stitution (www.minfin.bg). 

4. Trends 

4.1. The General Government 

The data shows that the general government has treated this channel of financing 

as an important one. Four different specific periods can be identified on the basis of 

the dynamics of the amount of outstanding debt. 



V. Todorov.  
Trends and Determinants of Bulgaria’s International Debt Securities Financing 

367 

� The first one is from 1994 to 2001. The general government enters the market 

in 1994 and the debt stays relatively stable till the end of this period. 

� The second period is from 2002 to 2005. The trend here is different. From 

$5.4bn at the end of 2001 the amount of debt plunges to $1.84bn at the end of 2005. 

� The third period is from 2006 to the second quarter of 2012. The debt is rela-

tively stable at that low level. 

� The last one is from the third quarter of 2012 to the first quarter of 2017 when 

the overall trend is steeply upward. 

 

Source: BIS 

Fig. 1. Participation of Bulgarian economic agents in the IDSM 

(amount of outstanding debt in millions of USD) 

The data shows that the general government is the main Bulgarian sector that 

participates in the IDSM. From 1994 forward it traditionally has over 70% (for some 

years even 100%) of the outstanding debt amounts. 

The overall dynamic of the financing of the Bulgarian economy through the 

IDSM largely follows the dynamic of the general government debt. This is evident by 

the very high value of the correlation coefficient describing the comovement of the 

amount of debt of the general government and the overall trend of the amount of Bul-

garian debt for the period 3rd quarter of 1994 – 1st quarter of 2017. 
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Table 1 

Correlation between the amount of debt of the general government 

and the trend of the overall Bulgarian debt amount for the period 

3
rd
 quarter of 1994 – 1

st
 quarter of 2017 

Variables Correlation Coefficient 

General Government – 
ODA

trend 
0.8991*** 
(0,000) 

Notes: *** – significant when α = 0,01; 
 In brackets – р-value of the coefficient 

As far as the interest rate structure is concerned, there is a significant change. In-

itially the debt comprises of floating interest rate instruments. From 2001 to 2005, 

however, the debt with fixed interest rate payments gradually becomes predominant. 

The duration of the debt instruments is mid-term or long-term and the govern-

ment does not borrow from the international money market. 

There is a clear pattern in the choice of currency. Initially the emphasis is on the 

USD. From 1997 the emphasis is on the euro. As a result of that almost all of the debt 

is denominated in euro. 

4.2. The Financial corporations 

The financial corporations are the first to borrow from the IDSM. 

The data shows that there is outstanding debt until 1999. The Bulgarian financial 

institutions decide to borrow again from the IDSM in 2005. The initial amount (i.e. in 

the 3rd quarter of 2005) is $153m and in the following years the sum never reaches 

very high values. The maximum value is $462m in the 3rd quarter of 2008 but in the 

3rd quarter of 2016 it falls to $85m. 

Table 2 

Correlation between the amount of debt of the financial corporations 

and the trend of the overall Bulgarian debt amount 

Variables Period Correlation Coefficient 

Financial Corporations – 
ODA

trend 

3rd quarter 1989 – 
3rd quarter 1999 

–0.6159*** 
(0,000) 

3rd quarter 2005 – 
1st quarter 2017 

–0.4361*** 
(0,002) 

Notes: *** – significant when α = 0,01; 
 In brackets – р-value of the coefficients 
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The calculation of correlation between the amount of debt of the financial corpo-

rations and the trend of the overall Bulgarian debt amount in the IDSM is presented in 

table 2.The results have two main features. First, the coefficients are negative, i.e. the 

financing of the sector and the overall financing of the economy move in opposite di-

rections. Second, the coefficients are much smaller than the one for the general gov-

ernment. These two conclusions mean that the sector does not have a significant im-

pact on the overall dynamics. 

From the three sectors, the financial institutions have the least average amounts 

of outstanding debt and at the end of the analyzed period their debt is very small. Its 

average amount is 4.79% of the overall average amount for the period and for the last 

quarter is 1.88% of the overall debt. This means that not only the amount of debt has 

a negligible influence, but the interest rate, maturity and currency structures as well. 

The ISDM has not been one of the significant avenues of pooling financial resources 

for the financial corporations. 

4.3. The Non-financial corporations  

The non-financial corporations decide to use financing from the IDSM rather 

late in comparison to the other two sectors. Bulgarian firms start to issue debt in 2006. 

Three of the new gross issues quarters are negligible in terms of amount ($4m in 

the 4th quarter of 2015, $2m in the 2nd quarter of 2016, and $2m in the 1st quarter of 

2017). The largest ones are the last quarter of 2013 ($1.226bn) and the 3rd quarter of 

2016 ($613m). 

As a result from 2006 till the third quarter of 2013 the amount of outstanding 

debt ranges between $125m and $310m. In the 4th quarter of 2013 the debt surged to 

$1.394bn. After a fall to nearly $1bn, in 2015 it again sharply rises in the third quarter 

of 2016 to $1.630bn. 

The large new issues cause a significant divergencebetween the amounts bor-

rowed by financial and non-financial corporations from the 4th quarter of 2013 on. At 

the end of 2013 the non-financial corporations’ debt is more than six times larger and 

in the 3rd quarter of 2016 – more than 19 times larger. 
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Table 3 

Correlation between the amount of debt of the non-financial corporations 

and the trend of the overall Bulgarian debt amount for the period 4
th
 

quarter of 2006 – 1
st
 quarter of 2017 

Variables Correlation Coefficient 

Non-financial corporations – 
ODA

trend 
0.8621*** 
(0,000) 

Notes: *** – significant when α = 0,01; 
 In brackets – р-value of the coefficient 

The correlation between the amount of debt of the non-financial corporations 

and the trend of the overall Bulgarian debt amount is positive and with a high value 

coefficient. Nevertheless, the coefficient is smaller than the one of the general gov-

ernment. 

Bulgarian non-financial corporations use the IDSM only for long term financing, 

i.e. they participate in the bond market but do not take part in the money market. 

The main emphasis is on fixed interest rate debt. An exception is the three year 

period beginning from the 3rd quarter of 2008 when there is approximately equal 

share of fixed and floating rate debt. 

Both domestic and foreign currency debt is issued. However, after the 4th quarter 

of 2013 there is a change in the emphasis. Till that moment, there is no clear ad-

vantage of the foreign currency debt. From that quarter on, the share of domestic cur-

rency debt becomes very small and from the 2nd quarter of 2016 – non-existent. 

Among the foreign currencies the choice of corporate managers falls almost exclu-

sively on the euro. 

5. Determinants 

5.1. The General Government 

The main determinant for the general government is the fiscal policy stance and 

more specifically, the budget deficit financing. 

Generally there are five main sources from which the excess budget expenditure 

(�) above the budget revenues (�) can be financed. 
� � � � ∆� � ∆ � ∆! � ∆" � ∆# 

The first one is a change in the money supply and more specifically – a change 

in the monetary base (�$. Such changes, however, are not recommended because of 
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the inflationary effect that they have. Hyperinflations appear namely because of them. 

In some countries there are formal bans on such activities (as is the case with article 

123 of the Lisbon Treaty, for instance). The Bulgarian national bank did finance the 

deficits in like manner and the result was a financial crisis in 1996-1997. 

The second option is the use of a reserve fund ( ). In Bulgaria such a function 
has the Fiscal Reserve. 

The third alternative is borrowing from commercial banks or other banking 

institutions (!). 
The fourth way to finance the deficits is to use official financing from 

international financial institutions (IMF, WB, EBRD, EIB, etc.), other governments, 

foreign central banks, etc. ("). 
The fifth alternative is the most often used one in contemporary sovereign debt 

management. It is the issuing of government securities (#). This is how the Bulgarian 
government has predominantly borrowed after 1990. 

In 1990 the Bulgarian government, led by prime minister Andrey Lukonov, de-

clared a moratorium on servicing its external debt (mainly the debt of Foreign Trade 

Bank and some other debts). A year later negotiations with the creditors from the 

London Club were initiated. An agreement was signed in 1994 with which the debt 

was reduced and restructured in accordance of the conditions of the Brady plan. The 

government reduced its $8.16bn debt to Brady bonds with a face value of $5.1bn. The 

initial debt and the bonds were denominated in USD. Three types of international 

bonds were issued: Discount Bonds (DISCs), Front-Loaded Interest Reduction Bonds 

(FLIRBs) and Interest Arrears Bonds (IABs). This explains how and why the gov-

ernment entered the IDSM. 

After the Brady bonds issue there were several eurobondsor global bonds issues 

placed on the IDSM: 12.11.2001 (€250m); 10.4.2002 (€835.5m); 9.10.2002 

($511.5m); 3.7.2012 (€950m); 27.6.2014 (€1.493bn); 20.3.2015/14.11.2015 

(€3.15bn); 15.3.2016 (€1.994bn). 

The decline of the debt in the second identified period can be explained by two 

determinants. First, a change in the debt management strategy was made. The gov-

ernment wanted to eliminate the Brady bonds mainly in order to secure a better im-

age, a higher credit rating and lower interest rates. This was realized in practice by 

swap operations (swap between Brady and global bonds) and additional buy-backs of 

Brady bonds. Second, budget surpluses were deliberately realized, parts of which 

were used to buy back debt securities. 

The surge in the fourth period is a result of a change in the fiscal stance. From 

budget surpluses the government budget started having deficits. There was a need for 
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additional financing.As is seen by the data above, most of the global bonds and euro-

bonds we issued during this period. 

There was a significant change in the sovereign debt management policy in rela-

tion to the choice of interest rates and currencyas well. 

By 2005 all the Brady bonds, all of them denominated in USD, were bought 

back and eliminated as a debt liability. Almost all the eurobonds and global bonds is-

sues were, on the other hand, denominated in euro. There is only one exception – one 

of the issues in 2002, but it was repaid in full in 15.1.2015 and is no longer a part of 

the government liabilities. The main explanation is the currency board, which has the 

euro as a reserve currency, and also the perspective of exit from the currency board – 

joining the eurozone. This has been explicitly stated in the debt management strategy 

of the government. 

The Brady bonds were securities with floating interest rates. They were linked to 

the 6 month USD Libor plus a fixed percentage of 13/16%. The global bonds and the 

eurobonds were with fixed interest rates. This explains the significant change from 

floating to fixed interest rate instruments during the period. The main reason stated by 

the government was that they makefuture cash flows connected with them predicta-

ble. In this way the debt burden and the pressure on the budget can be planned and 

managed. 

5.2. The Financial corporations 

The factthat the financial corporations borrowed first from the IDSM can be ex-

plained by Bulgaria’s specific economic system before 1990. 

In the almost exclusively state-owned centrally planned economy there was no 

place for private entrepreneurship and private borrowing from the international finan-

cial markets. Banks were the main financial corporations. There were only several 

banking institutions and all of them were owned by the state. Foreign Trade Bank was 

the corporation which performed all international banking transactions and was the 

institution which borrowed international funds. The economy’s financing through the 

international markets was done through it. 

There were major changes in the economy since 1990. However, until the privat-

ization, done mainly at the end of the 1990s, the banking sector was still dominated 

by state-owned banks. The legacy could not be removed easily. 

The fact that the financial corporations do not use significantly the ISDM is de-

termined by the banking structure in the country. The Bulgarian financial system is a 

bank-based one. Bulgarian banks use mainly domestic sources for raising funds. Dur-

ing most of the years in the analyzed period they had a high liquidity. Bank deposits 
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are the preferred form of a saving instrument by Bulgarians. The deposit base has 

steadily been rising over the years. Moreover, there is a large share of banks which 

are not local. They are parts of international banking networksand can easily find 

funds from other related financial institutions. 

5.3. The Non-financial corporations  

The main determinant for the non-financial corporations’ participation in the 

IDSM and their debt dynamics is liquidity management. Firms started relative late is-

suing debt because they raised funds mainly from local financial institutions and es-

pecially banks. Because of the currency board, interest rates in the country are closely 

related to the ones in the eurozone and a large number of loans are in euro. 

Until 2012 the amount of debt is small. In the following years more managers 

decided to use the ISDM because of liquidity concerns. The main sector that acquired 

funds was the energy sector. The state-owned Bulgarian Energy Holding (BEH) has 

successfully placed two eurobond issues listed on the Irish Stock Exchange. The first 

is afive-year €500m issue in 2013 and the second one is a €550m issue in 2016 which 

carries an annual coupon of 4.875%. 

Bulgarian non-financial corporations issue bonds because their goal is to manage 

liquidity in a long term fashion. This explains why they do not participate in the in-

ternational money market. 

The currency board is the main factor that prompts the use of the euro as a cur-

rency of denomination. The logic is the same as described for the other economic 

agents. 

The emphasis on fixed interest rate debt is determined by the desire to have pre-

dictability in future cash flows. From the point of the investors in Bulgarian bonds the 

interest rate risk would be lower if the instruments were with floating rates. In this 

way the duration would be smallerbecause the interest rate would be updated in 

smaller fixed periods. Moreover, Bulgarian bonds by definition are not short term in-

struments, which makes interest rate risk even more important. The investors, howev-

er, also want predictability, which makes fixed interest rates preferable for both sides 

of the debt deals. 

6. Conclusion 

The analysis identified and analyzed the main patterns of way Bulgarian eco-

nomic agents borrow funds from the IDSM as well as the main determinants that 

stand behind them. It also tested the four hypotheses defined in the beginning. There 

are several conclusions that can be made. 
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The first hypothesis is proven to be true. The public sector does have the lead-

ing role in respect to the amount of financing received from the IDSM. From 1994 

forward it has over 70% of the outstanding debt amounts.Moreover, most of the debt 

of the non-financial corporations is again part of the consolidated public sector. 

Although there are different determinantsthat explain the debt dynamics of the 

three sectors, the strongest one that prevails in shaping the overall dynamic of the in-

ternational debt securities financing of the Bulgarian economy, is the fiscal stance and 

the financing of the budget deficits in line with the general sovereign debt manage-

ment strategy.The correlation coefficient of the general government is positive and 

the largest of all the sectors. 

The second hypothesis should be rejected. Although Bulgaria is often character-

ized as a small open economy, the three sectors do not actively participate in the 

IDSM. The general government is the only one that has a steady presence since 1994. 

The non-financial corporations are involved more actively in the last few years. His-

torically the first sector to participate in the market during the period is the sector of 

financial corporations. As a whole, however, they rarely use this market as a source of 

funds. 

Furthermore, the money market is not used by the sectors of the economy. The 

economic agents prefer mid-term and long-term financing. They do not want to bur-

den their budgets in a short-term fashion. They try to balance the debt burden over 

time. This allows the government to spend funds in other areas and public invest-

ments are not impaired. The corporations, on the other hand, are able to manage their 

liquidity in a better way. 

The third hypothesis is to be accepted. The Bulgarian economy is financed 

through the IDSM predominantly by the issuing of fixed interest rate instruments be-

cause of the predictability of the future cash flow that they offer. Floating interest rate 

securities are just a small part of the overall debt securities. This is in line with the 

overall interest rate structure of the international debt instruments in the IDSM. 

The fourth hypothesis is also proven to be true. The implementation, the func-

tioning and the exit strategy of the currency board in Bulgaria do determine the 

choice of the euro as a currency of denomination of the Bulgarian international debt 

securities. The euro, as a reserve currency and as a perspective future domestic cur-

rency, offers considerable benefits in respect to the currency risk involved. That is 

why many economic agents, like the government for example, have shifted their pref-

erence from the USD to the currency of the eurozone. After the introduction of the 

currency board it has gained the predominant share of the currencies used by Bulgari-

an debtors. 
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