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1. Introduction

The pandemic crisis, started as a health crisis and transformed to
the economic crisis, had its negative effects not only on the real
economy, but also on the financial sector all over the world. The
origin of the crisis is different compared to the global financial crisis,
but it affected on the behavior of the financial market participants
and financial system functioning.

The monetary regime in Bulgaria is currency board, which was
introduced in 1997 after the deep financial crisis in the country in
1996/1997. It was the proper monetary regime, which to help the
country to cope with the hyperinflation, the strong depreciation of
the national currency and the loss of confidence in the institutions
and the government. The currency board arrangement is an appro-
priate regime for small and open economies, having hyperinflation
and crisis period [1] such as it was in Bulgaria.

The study focuses on analyses of the stability of the currency
board in Bulgaria during the pandemic crisis, caused by the spread of
the coronavirus COVID-19. The dynamics of the country’s foreign
reserves is analysed as the level of the foreign reserves is important
for the smooth functioning of the currency board in Bulgaria. The
study covers a long-period of time — 2007-2021, aiming to catch the
period of the global financial crisis in 2008 and the new pandemic
crisis in 2020.

2. The effects of the pandemic crisis on the currency board in
Bulgaria

The currency board arrangement introduces a strong monetary
rule, under which the monetary base should be covered 100 % by
foreign reserves [2, p. 23.]. To increase the monetary base, the cent-
ral bank must increase the foreign reserves. That is why, the dynamic
of foreign reserves is very important for smooth functioning of the
currency board in the country.

The foreign reserves in Bulgaria continued to increase in March
2020, when the first coronavirus cases in the country was registered.
They rose by 6.9 % m/m in March 2020 and continued to climb to
reach BGN 60.3bn in December 2020, stepping up by 7.1 % m/m
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(Figure 1). The pandemic crisis did not negatively affect the accu-
mulation of foreign reserves in Bulgaria.
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Figure 1 — The dynamic of Bulgarian foreign
reserves in the period 2007-2021

Sources: BNB, own calculations.

However, the structure of foreign reserves changed drastically in
2020 (Figure 2). As a reaction of the pandemic crisis the central bank
started to increase its cash and foreign currency denominated
deposits to maintain higher liquidity [3].
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Figure 2 — Structure of foreign reserves in
Bulgaria in the period 2007-2021

Sources: BNB, own calculations.
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At the same time, the value of monetary gold rose, due to the
increase in the price of gold, being one of the best assets for
preserving the value of money. The share of securities investments in
foreign reserves dropped by 6.3pps m/m to 53.8 % in March 2020,
when the pandemic crisis started in Bulgaria.

The stability of currency board was preserved as the coverage of
monetary base by foreign reserves was above 100 %. However, there
was a tendency the ratio to decrease, especially after the start of the
pandemic crisis (Figure 3). This was due to the strong increase in
money in circulation as economic agents preferred to keep liquidity
in terms of uncertainty. In addition, the banks’ reserves, kept at the
central bank, rose due to the increase in deposit base and due to the
central bank measures, aiming to support the capital base and
liquidity of the banking system.
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Figure 3 — Foreign reserves to monetary base ratio, %
Source: BNB, Eurostat, NSI.

3. Conclusion

The pandemic crisis negatively affected the economies and the
functioning of the financial system too. The Bulgarian currency
board remained stable during the pandemic crisis, but the structure of
the foreign reserves was changed. Economic agents are cautious in
the face of the unclear development of the coronavirus situation and
the need for possible restrictive measures against the spread of the
virus.
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OUIHKA NOKA3HUKIB BAHKIBCbKOI'O
KPEOUTYBAHHSA B YKPAIHI

E(beKTI/IBHiCTI) COHiaHLHO €KOHOMIYHOI CUCTEMU JiepKaBU 3HaY-
HOIO MlpOIO 3AJIC)KUTH BIZI TOro, sK 3a6€3neqyeTLc51 C,ZIHICTI) 1HTe'
peciB OaHKIB i 03WYAIBHUKIB Y 3a10BOJIEHHI IOTPEO TOCIOAAPIOI0-
Yux Cy0’€KTiIB Yy mO3HKOBHX pecypcax. Poib 0aHKIBCbKUX KpEIUTIB
BaXXKoO HeZIOOHlHI/ITI/I OCKIHBKI/I BOHHU JarOTh 3MOFy KOpIOpaTUBHUM
KITIEHTaM TI0JI0NIaTH OOMEKEHICTh BIACHOTO KaIliTaly, JOMOMararmTh
peaizyBaTH BapTiCHI MPOEKTH, CHPUSIOTH BIPOBAPKEHHIO HOBHX
TEXHOJIOT1H, UMM CIPHUAIOTh PO3BUTKOBI MiAMPUEMCTB, 3POCTAHHIO
0i3HeCy, 110 Y MACYMKY ITO3UTHBHO IO3HAYAETHCS HA CKOHOMIYHOMY
3pOCTaHHI.

PosrisaeMo KOHIIEHTpaIlif0 OaHKIBCBKUX KPEIWTIB Ta JCTO3HTIB
y BaJIOBOMY BHYTpIIIHEOMY TIpoayKTi (maii — BBII) (puc. 1).
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Pucynok 1 — Iloka3Huky 0aHKIBCEKOTO CEKTOpa
VYxpainn y 2002-2019 poxkax, %
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