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Bulgaria installed a currency board system in July 1997.

Bulgaria’s currency board allows Bulgaria to issue its own currency that trades at a fixed
exchange rate with the euro, is fully backed by euro reserves, and is fully convertible
with euros. These features mean that the lev is a clone of the euro and that Bulgaria is
part of a unified euro currency area, without being formally part of the so-called
Eurozone. So, Bulgaria maintains its sovereignty over its monetary system because
Bulgaria can unilaterally change its anchor currency — to the U.S. dollar, gold, or any
other currency, for example — without asking any other country or organization for
permission to do so.

Bulgaria’s currency board has been very successful.

a. It stopped the hyperinflation in 1997, which peaked at a monthly rate of 242% in
February 1997.

b. It has allowed Bulgaria to weather all external financial crises, including the
collapse of the Russian ruble in 1998, the Great Recession of 2009.

c. Italso allowed Bulgaria to weather the internal banking collapse of KTB, which
occurred in 2014 (and which was not caused by, or had any connection to, the
currency board system, but rather the Banking and Supervision Departments of
the BNB).

d. Most importantly, since the government cannot borrow from the currency board
(BNB), fiscal discipline is imposed on Bulgaria’s politicians. Since the installation
of the currency board in 1997, fiscal deficits have been controlled and so has the
level of Bulgaria’s debt, regardless of the political party in power.

Why would anyone want to try to fix something that is not broken? No smart person
would attempt to do so.

That is one reason why formally joining the Eurozone would not be wise. But there are
other reasons.

By joining the Eurozone, Bulgaria would give up its sovereignty over its monetary
system. This sovereignty is valuable, particularly if the euro gets into trouble. If that
happens, Bulgaria can immediately switch to a superior anchor currency.

Why would any sane person want to join and be locked into a club whose very future is
so uncertain?

Why would anyone want to give up known rules of the road and fiscal discipline for a
moral hazard that encourages bad fiscal behavior — like that of Greece? Maybe that is
exactly what some Bulgarian politicians who advocate formal membership in the
Eurozone are dreaming about. Maybe they are tired of the tight straightjacket that the
currency board makes them wear.

The stability given by Bulgaria’s currency board might not be everything, but everything
is nothing without stability.

Bulgaria would make a big mistake if it gave up another piece of its sovereignty to
formally join the Eurozone. If it joined the Eurozone, it would have to discard one of the



few Bulgarian institutions that works well and is controlled by Bulgarians in exchange for
an unclear and potentially unstable arrangement that Bulgaria cannot control.
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! This paper was originally published in Bulgarian, in Manager Magazine (September 2016).





