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SUMMARY. We use unique survey data from Bulgaria's currency board to ex-
amine the reasons for persistent incomplete credibility of a financial stabilization re-
gime. Although it produced remarkably positive effects in terms of sustained low in-
flation since 1997, the currency board has not achieved full credibility. This is not un-
common in other less-developed countries with fixed exchange rate regimes. Our re-
sults reveal that incomplete credibility is explained primarily by concerns about exter-
nal economic shocks and the persistent high unemployment in the country. Past ex-
periences with high inflation do not rank among the top reasons to expect financial
instability in the future.
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I. Introduction

Fixed exchange rate regimes often fail to achieve full credibility even after
years of financial stability. If a country has a national currency in circulation,
it has the option to devalue at some point in the future. Aware of that possi-
bility, investors demand a premium on assets in local currency, which raises
the cost of capital and leads to lower investment and lower economic growth,
which may in turn contribute to the collapse of the fixed exchange rate re-
gime. A number of factors may contribute to incomplete credibility. Financial
instability may be a chronic problem and it may take a long time to convince
agents that the current effort will be sustained. Negative economic shocks
may generate new concerns. There could be doubts about the intentions of
potential policymakers around election times. Although these and other fac-
tors are often brought up to explain incomplete credibility, direct evidence is
difficult to obtain. This paper presents such evidence using unique survey
data from Bulgaria.

Bulgaria introduced a currency board in 1997 after a severe financial cri-
sis. Along with other reforms, the currency board contributed to a remarkable
economic recovery and to restoring some confidence in the local currency,
which had plummeted during the crisis (Dobrinsky 2000). Yet, confidence in
the local currency remains incomplete. Data from the Bulgarian National
Bank (various years) show that about 60 percent of deposits in the banking
system are in foreign currencies. During the 2000 to 2003 period, the average
spread between interest rates on one-year local-currency bank deposits and
euro deposits was 284 basis points." Consistent with the currency risk pre-
mium on bank deposits, a sequence of four national surveys from 2000 to
2003 show that a non-negligible part of the population persistently believed
that the currency board would collapse with a sharp devaluation in the near
future. Only about a fifth of the respondents believed that the likelihood of
devaluation was zero. These percentages were fairly stable over time with no
apparent trend of growth in confidence in the currency board after 2000.”

" This situation is not unique to Bulgaria. According to Schmukler and Serven (2002), the
spread between interest rates on peso and dollar bank deposits in Argentina, another country
with a currency board until recently, averaged 211 basis points from 1993 to 2001. In June
2000, 63.3 percent of bank deposits in Argentina were in foreign currency, similar to previous
years. In 2002 in Estonia, after ten years under a currency board system, the spread between
one-year time deposits in local currency and euro was 69 basis points. In Lithuania, another
country with a currency board, the spread between one-year local currency and dollar deposits
was 115 basis points. Lithuania fixed its currency to the dollar in 1994.

?Related to the analysis here are studies on currency board credibility in Argentina, Hong
Kong, and Bulgaria by Carlson and Valev (2001), Desquilbet and Nenovsky (2004), Hanke
(2002), Rzepkowski (2003), and Slavova (2003). See also Ho (2002), Miller (2002), and
Nenovsky and Hristov (2002) for the institutional features of the Bulgarian currency board.
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There are a number of results in the paper, which identify various reasons
for these expectations, mostly related to a Keynesian view of macroeconomic
adjustments. In general terms, the surveys show that incomplete credibility is
explained primarily by concerns about external economic shocks and by the
perception that austerity under the currency board contributes to high unem-
ployment. Past experiences with high inflation in Bulgaria did not rank among
the top reasons to expect financial instability in the future. As we argue later
in the paper, the weak effect of past instability on expectations is explained
by the ongoing market reforms during that period. Overall, expectations of
devaluation are evidently driven primarily by forward-looking considerations
regarding economic growth and the ability of the economy to withstand ex-
ternal influences. The next sections elaborate on these results.

Il. Presenting the Survey Data

We use data from four national household surveys, which were con-
ducted by a national polling organization in Bulgaria in August 2000, October
2001, June 2002, and August 2003. The sample of about 1000 respondents
and its demographic structure are standard for national surveys taken in Bul-
garia and are considered representative of the population of 8 million.” The
surveys are part of a long-term project on the economic transition in Bulgaria
and the level of confidence in its currency board.* The surveys were con-
ducted by personal interviews by certified professionals. The question of cen-
tral interest in this paper is on confidence in the sustainability of the currency
board. The surveys asked respondents the following question:

Question 1: In your opinion, what is the likelihood that the currency
board will collapse with a sharp devaluation of the local cur-
rency in the next 6 months/12 months/5 years?

Respondents could choose an answer ranging from “very big” to “none”,
i.e., zero probability of devaluation, or choose to say that they could not pro-
vide an answer. Next, the surveys inquire about respondents’ views on the
effect of the currency board on economic activity and about their beliefs re-
garding currency board operations. In Question 2, the surveys ask whether
respondents strongly agreed, agreed, disagreed, or strongly disagreed with
the statement that the currency board contributes to high unemployment. We
are interested in whether respondents who perceive a negative effect of the

® The 2002 survey had fewer respondents (850) than the remaining three surveys. The survey
questionnaires, the data, information on funding sources and on the implementation of the sur-
veys are available from the authors.

* The questionnaires and other papers can be obtained at the project’s website at

www.gsu.edu/~econtv.



currency board (through its austerity policies) on unemployment have less
confidence in its sustainability. In Question 3, the surveys ask whether re-
spondents strongly agreed, agreed, disagreed or strongly disagreed with each
of the following three statements:

Statement 1: Under the currency board, the authorities cannot issue
currency at their discretion.

Statement 2: Under the currency board, the executive branch of the
government cannot borrow funds from the central bank.

Statement 3: Under the currency board, the lev (domestic money) in
circulation has full coverage by the foreign exchange reserves of the
central bank.

The three statements are correct and describe the main features of the
currency board: the elimination of monetary discretion, the separation of the
government from the printing press, and the backing of local money using for-
eign exchange reserves.” There are two opposing effects, which determine
the effect of such knowledge on credibility. On one hand, understanding the
features of the monetary regime should raise credibility because the currency
board limits the monetizing of budget deficits and ensures large reserves. On
the other hand, as Irwin (2004) argues, a currency board may be abandoned
in the presence of high and persistent unemployment. A policy that does not
allow the government to react to negative economic shocks may be less sus-
tainable than one which allows discretion. Our empirical tests later in the pa-
per reveal which of the two beliefs has been stronger in Bulgaria. All surveys
also ask about respondents’ gender, education level, age, income, and which
political party they vote for.

The 2003 survey included several additional questions on the currency
board, which address even more directly the reasons for the expected end of
the currency board regime. First, the survey asked respondents the following
question:

Question 4: In your opinion, will Bulgaria have a currency board in the

next 5 years?

This question is broader than Question 1 on the possible collapse of the
currency board; respondents might expect an end to the currency board with-
out a crisis. The most likely cause of such a change would be entry into the
European Monetary Union. The survey then inquired about the reasons for an

> Statement 1 may not describe the Bulgarian currency board well in practice since its design
allows some monetary discretion. The next sections explore whether this feature has affected
expectations.
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end to the currency board regime if a respondent believed that the currency
board will not be in place in 5 years:

Question 5: In your opinion, what are the most important reasons why the

currency board will not be in place in 5 years?

Respondents could choose from the following list of answers:

AT: External economic factors, which will have a negative effect on the

Bulgarian economy.

A2: Pressure from international institutions.

A3: The current government intends to remove the currency board.

A4: The need to raise incomes in the country will make it necessary to re-

move the currency board.

Ab5: Financial instability is a chronic problem in Bulgaria and the currency

board cannot remedy that problem.

A6: Within five years, the Bulgarian economy will be strong enough and

will not need a currency board.

A7Z: Within five years, Bulgaria will enter the European Union and the

economy will use the euro instead of the lev.

A8: Other. Specify.

Respondents were given the opportunity to provide up to three answers.
For example, a respondent could choose A4 in the first round, A2 in the sec-
ond round, and A1 in the third round. The first round of answers represents
the most important reasons provided by each respondent.’ Answers AT
through A7 provide an opportunity to test several hypotheses. A1 captures
the importance of negative external economic shocks as in Obstfeld (1997).
Bulgaria is a small open economy, which is strongly affected by external
events. A2 is perhaps strange at first glance as the IMF and the European
Union have consistently supported the currency board. The answer was in-
cluded because policies in Bulgaria often change under the directives of inter-
national institutions; the idea is that if a major policy shift occurs, such as re-
moving the currency board, it will likely be the result of influence from inter-
national institutions.

A3 captures uncertainty about the “type” of policymaker which is a fre-
quent feature in models of monetary credibility, e.g., Backus and Diriffill

® A small pilot survey conducted before the national survey suggested that providing possible
answers was superior to open-ended questions. Responses to open-ended questions were some-
times vague and difficult to classify into groups. Nevertheless, the answers from the pilot survey
guided the design of the multiple choice answers to Question 5 in the national survey. The an-
swer A8 (Other; Specify) was included to capture factors that were not included in AT-A7. Only
5 percent of respondents chose A8 which suggests that the alternatives provided in the question
were sufficient to capture a wide range of views on the future of the currency board.



(1985). Expectations of devaluation may be higher for a respondent who does
not believe that the policymaker is committed to the currency board. None of
the major political parties in Bulgaria has advocated removing the currency
board. Yet, political partisanship may fuel distrust of the current government,
which was different from the one that introduced the currency board in 1997.
A4 reflects the view that the currency board constrains economic growth by
requiring fiscal and monetary austerity. The need to raise incomes may call
for looser policies. A5 examines the role of past inflation in forming expecta-
tions. A6 captures the idea that the currency board is made necessary by
weaknesses in the economy. As reforms advance and the economy develops,
the need for the currency board will dissipate. Finally, A7 refers to replacing
the currency board with entry into the EMU and adopting the euro as official
currency.

In the next section, we present summary statistics on expected devalua-
tion (Questions 1), views on the currency board and unemployment (Ques-
tion 2), and beliefs about its operations (Question 3) from the four surveys.
Then, we use those questions along with demographics to study expectations
in the four surveys. Following that we use Questions 4 and 5 from the 2003
survey to provide further analysis of why many people are dubious about the
viability of the currency board.

lll. Expected Devaluation and Views
on the Currency Board: Summary Statistics

Expected Devaluation

A currency board is fully credible when there is little or no doubt that it
will continue to exist. Table 2 shows respondents’ expectations of devaluation
in each of the four surveys. It is immediately clear that the currency board is
not fully credible. In 2000, a substantial fraction of the respondents, 31.3 per-
cent believed that the currency board was likely or very likely to collapse in
the next six months. This percentage was higher over longer horizons: 36.4
percent for 12 months and 39.0 percent for 5 years. There was a correspond-
ing decline in certainty about the sustainability of the currency board over
longer periods; the percent of respondents who were certain that the cur-
rency board would be maintained was 20.6 for 6 months, 15.3 for 12
months, and 12.9 for 5 years.

In 2001, 2002, and 2003, the confidence in the currency board was some-
what higher compared to 2000. In those years, the percent of respondents
who expected devaluation in six months was around 14-16 percent, half of
the 2000 number (31.3). With a 5 year horizon, the percent of respondents
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who expected devaluation was around 27-30 percent, well below the 2000
number (39 percent). The higher expected devaluation in 2000 can be ex-
plained by political uncertainty preceding the 2001 elections. The movement
that won the elections was organized only a few months before. Its economic
team was put together hastily and the economic plan was not presented un-
til a month before the elections. The increase in credibility in the 2001 survey,
which was done after the elections, reflects a resolution of the uncertainty
about the commitment of the new government to keep the currency board.
An alternative explanation for the increase in credibility could be a gradual
upward trend in confidence in the currency board. However, that interpreta-
tion is not supported by the steady level of expectations in 2001, 2002, and
2003.

There is one more intriguing result in this relatively short time series. The
2002 survey was done a few months after the collapse of the Argentine cur-
rency board. Expectations at that time, in combination with expectations from
the 2001 survey before the collapse, can be used to observe the effects of
that event on the credibility of the currency board in Bulgaria. Aside from an
increase in the percent of respondents who could not form a forecast on the
currency board (15.1 percent in 2002 compared to 2.6 percent in 2001),
which may reflect an increase in uncertainty, the distribution of responses
was similar. Bulgarians apparently did not draw close parallels between the
collapse of the Argentine currency board, which was well covered in the me-
dia, and the sustainability of the Bulgarian currency board.

The results from the surveys suggest that the perceived likelihood of de-
valuation has been stable for the last three years. This is consistent with the
stable proportion of foreign to local money in savings portfolios. In light of the
success of the currency board in holding down inflation, we may infer that
long-term issues have persistent influences on credibility.

The Currency Board and High Unemployment

Table 3 (see Appendix) shows respondents’ answers regarding the effect
of the currency board on unemployment (Question 2). In 2000, 47.6 percent
of respondents either agreed or strongly agreed that the currency board con-
tributed to high unemployment. By 2003, that percent was cut in about half
to 22.5 percent. Over time, fewer agents associated the currency board with
high unemployment. The decline in the number of respondents who attrib-
uted high unemployment to the currency board was associated with an in-
crease of the “I don’t know” answers rather than with an increase in the “dis-
agree” and “strongly disagree” answers. Bulgarians are apparently becoming
increasingly uncertain about the reasons for high unemployment in the coun-
try or at least about the role of the currency board in the process. Further-



more, the declining unemployment rate since 2001 may contribute to a de-
cline in opposition to the currency board on these grounds.

Beliefs about the Operations
of the Currency Board

Table 4 reports agents’ answers on the three statements regarding cur-
rency board operations. A fairly large proportion of the population believed
that monetary discretion is not possible. In 2001, for example, 54.7 percent
of agents either agreed or strongly agreed that discretionary money creation
is not possible. The percent of informed answers was somewhat smaller on
Statements 2 and 3, which is not surprising given that these statements refer
to more technical features of the currency board. In 2001, 36.4 percent either
agreed or strongly agreed that the executive branch cannot borrow funds
from the central bank and 45.5 percent either agreed or strongly agreed that
the amount of foreign exchange reserves is sufficient to cover all local cur-
rency in circulation. Overall, judging from the answers to the three state-
ments, the evidence suggests that about 35 to 55 percent of the population
has knowledge of the operations of the currency board.” It also appears that
the deviations from the orthodox rules have not influenced the perceptions
regarding the Bulgarian currency board. Few respondents believe that the
government has discretion over the money supply. The media has very sel-
dom discussed the deviations of the currency board from the theoretical rules
because the deviations have not produced detectable negative effects on the
economy so far.

Observe that the percent of “I don’t know” answers has tended to in-
crease over time. A few papers have endogenized the distribution of agents
into nanve or sophisticated and have drawn conclusions about the steady
state proportion of naive agents. In Crettez and Michel (1992), all agents ulti-
mately choose not to form rational expectations. In Sethi and Franke (1995),
the steady state is characterized by the presence of both sophisticated and
naive agents. The data from Bulgaria show a mix of agents as in Sethi and
Franke (1995) as well as a tendency for declining proportion of informed
agents as in Crettez and Michel (1992). The gradual loss of interest in the op-
erations of the currency board may be explained by the continued financial
stability in Bulgaria.

7 These numbers provide a benchmark estimate for numerical calibration exercises, which are
based on models with a mix of sophisticated and naive agents (for example, Akerlof and Yellen,
1985, Bomfim, 2001, and Carlson and Valev, 2002).
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IV. Explaining Cross-sectional Differences in Expectations

This section reports the estimation results of a probit model where ex-
pected devaluation is explained by respondents’ views on the currency board
and demographic characteristics. The dependent variable Expected Devalua-
tion based on Question 1 ranges from 1 to 5 where 1 stands for high probabil-
ity of devaluation and 5 stands for a zero probability of devaluation. We ig-
nore the don’t know responses. The models are estimated using six months
and five years expectations from the four surveys and include the explanatory
variables in the following equation: ®

Expected Devaluation, = a + S,Unemployment + 3, Informed + 3, High School +
+ [,Higher Education + B;Vote + B, Age + [, Female + u,

(1)

where Unemployment equals 1 if a respondent agreed or strongly agreed
with the statement that the currency board contributes to high unemploy-
ment, O otherwise. The variable Informed was constructed in the following
way. Three dummy variables were created equal to 1 if a respondent agreed
or strongly agreed with the three statements on currency board operations, 0
otherwise. The three variables were then combined into a first principal com-
ponent called Informed. Thus, a higher value of Informed reflects better un-
derstanding of the rules of the currency board by a respondent. High
School equals 1 if a respondent had high school education, 0 otherwise, and
Higher Education equals 1 if a respondent had higher education, 0 otherwise.
Political affiliation is measured by a dummy variable Vote which equals 1 if an
agent votes for the Union of Democratic Forces (UDF), the party that intro-
duced the currency board in 1997. The hypothesis is that political affiliation
with UDF was associated with greater currency-board credibility. Age is mea-
sured in number of years and Female equals 1 for a female respondent, O for
a male respondent.”

The results in Table 5 show that agents who believed that the currency
board contributes to high unemployment consistently had lower confidence

® The ordered probit produces maximum likelihood estimates of the coefficients on the right-
hand side variables and four additional “cut-point” parameters. The estimated coefficients indi-
cate whether a certain characteristic of respondents influences their perceived risk of devalua-
tion upward or downward. These coefficients along with the cut-points (not reported for brevity
but available on request) can be used to calculate the probability that an agent with particular
characteristics would be in any one of the groups assigned by the values of the dependent vari-
able.

% Using personal income, the number of observations decreased significantly as many respon-
dents declined to give income data. As income did not come out statistically significant using the
smaller sample, we opted to report equations which do not include income. The results using
that sample are available on request.



in its sustainability. This result holds for short and long-term horizons and for
all surveys, except 2003 where the coefficients indicate the same effect but
are not statistically significant at accepted significance levels. The 2001 and
2002 surveys reveal an intriguing effect of knowledge of the rules of the cur-
rency board on credibility. The negative and statistically significant coefficient
on Informed using a five year forecasting horizon indicates that the restrictive
rules of the currency board lowered long-term credibility in those two years.

Education also has an interesting effect. In 2000 and 2002 it has a nega-
tive effect on confidence in the currency board over the long-term. This sug-
gests that more educated agents may be more aware of the various risks for
the currency board over the longer term. The negative effect of education on
credibility in the 2002 survey, which was completed after the crash of the
Argentine currency board, may also indicate heightened concerns among the
more educated agents who were probably more familiar with international
developments. By 2003, the differences along education lines subsided. The
political affiliation variable is positive and statistically significant in the 2000
survey, which was done before the 2001 elections. These were the first par-
liamentary elections since the introduction of the currency board in 1997 and
economic policy proposals had not been formulated by various parties. By
the 2001 elections, UDF had lost political support because of its inability to
fight corruption and crime, and the high unemployment produced by market
reforms. Once it became clear that none of the major political parties in Bul-
garia advocated removing the currency board, the effect of politics died out
and Vote was not statistically significant in later years. Overall, the results in
Table 5 suggest that it is primarily high unemployment that generates a persis-
tent concern about the viability of the currency board. Over time, with the
decline in unemployment, these concerns may gradually dissipate, as the
nonsignificant effect of Unemployment on expectations in the 2003 survey
suggest. Next, we use Questions 4 and 5 from the 2003 survey to revisit
some of the effects reported in this section and to identify additional factors
for incomplete credibility.

V. Reasons for Expected End to the Currency Board
in the 2003 Survey

We begin this section by reporting the distribution of answers to Ques-
tion 5 on the various reasons for removing the currency board over the next
5 years. We then use multinomial logit model to investigate how these beliefs
are related to personal characteristics of the respondents. The three columns
in Table 6 represent first, second, and third round of choices. The number of
respondents who answered that the currency board would not be in place in
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5 years was 446. Almost all of these respondents (433) provided at least one
justification for their forecast. The second and third rounds of answers had
fewer respondents as some gave only one reason. The number one reason for
removing the currency board was entry into the European Union. This was
the answer of 27.0 percent of respondents in the first round. Of the less be-
nign reasons for a perceived end to the currency board, three stand out: 1)
the possibility of external economic shocks; 2) the need to raise incomes; and
3) pressure from international institutions. The second concern, i.e., the need
to raise incomes in the country, supports our earlier results in section 5, which
showed that agents who believed that the currency board contributed to high
unemployment had lower confidence in its sustainability. Notice that chronic
financial instability was the lowest ranked reason for expecting financial insta-
bility in the future in the first round of choices. However, it ranked higher in
the second and third round of answers, suggesting what while not of utmost
importance, prior instability is still a concern.

Overall the results suggest that the backward-looking component in ex-
pectations is less important compared to forward-looking concerns about the
economy. This may be specific to the context of a transition economy where
the reasons for prior instability rooted in delayed reforms are gradually re-
solved. Similarly to the results reported in Table 5, concerns about the
economy, and particularly its ability to withstand external shocks, seem to be
a primary reason for concern about the currency board.

Next we investigate the effect of personal characteristics on the choice of
various answers to Question 5 by estimating a multinomial logit model where
the dependent variable takes seven values for the seven possible answers on
the first round. The marginal effects from this estimation are reported in Table
7. The interpretation of results is as follows. The 0.09 coefficient on high
school education in the first column means that, controlling for other charac-
teristics, the probability that a respondent with high school education
chooses answer A1 (external shocks) is 9 percentage points higher compared
to a respondent without high school education. The coefficients in each row
of the table sum to zero to reflect the fact that a respondent could choose
only one of the alternative answers. The results in Table 7 show that high-
school education was associated with heightened concerns about negative
external influences on the currency board reflected in a greater likelihood of
choosing A1 (external shocks) and A2 (pressure from international organiza-
tions). The positive and statistically significant coefficient on Age in the first
two columns of the table suggests that older agents share those same con-
cerns. Because of more information for the more educated respondents or
longer life experience for older respondents, those two groups are more likely



to view Bulgaria as a small open economy vulnerable to external influences
and shocks. Both older and more educated agents expressed less concern
about the intentions of the current government. Notice also that older agents
were less likely to bring up prior financial instability as a reason to expect fu-
ture instability. A possible reason for this result is that older respondents have
spent a longer part of their lives under financial stability during communism.
Thus, life experiences over an extended period of time condition expectations
about the success of current policies.

VI. Final Remarks

We use survey data from Bulgaria to examine whether expectations of
devaluation persisted after that country achieved low inflation under a cur-
rency board system and to examine the various influences on these expecta-
tions. The data show that expected devaluation persists for a non-negligible
part of the population. This fits observations from financial data that show a
relatively small but persistent spread between interest rates on domestic cur-
rency and euro bank deposits. Although the currency board had a very posi-
tive effect on the economy and on regaining confidence in the local currency
after the financial crisis in 1996-1997, full credibility remains elusive. This is
not uncommon in other countries, which have used fixed exchange rates to
reduce inflation.

Theoretically, there are two main reasons for such persistent concerns.
One is a history of high inflation in the past, which contributes to expectations
of financial instability in the future. The other reason is the awareness that
economic shocks may destabilize the economy and result in a financial crisis.
Bulgarians have reasons to voice both concerns. Bulgaria is a small open
economy that is influenced strongly by international developments and, also,
it has experienced high inflation since the start of transition. The surveys make
it possible to weigh the relative importance of those concerns. The results
suggest that forward-looking concerns about the economy are more impor-
tant than the history of high inflation. This has two important implications.
First, it explains why full confidence in a local currency is difficult to achieve.
Complete confidence or close to compete confidence would require that the
economy sustains rapid growth rates and that it can withstand external
shocks, which is unreasonable to expect in an open, less-developed,
economy. The second and perhaps more optimistic implication is that struc-
tural reforms can help increase confidence in a macroeconomic stabilization
regime. Expected devaluation under the currency board in Bulgaria is not tied
strongly to past inflation because the economy undergoes structural change
as a result of market reforms. These reforms gradually eliminate the funda-
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mental reasons for prior instability and therefore reduce concerns over re-
newed instability. In short, expectations respond to structural changes in the
economic environment.

The persistence of incomplete credibility does not mean that the currency
board is in any danger at this point or that policy changes must be imple-
mented. The surveys reveal that expectations are stable over time, which low-
ers the risk of large swings in money demand. The persistence in concerns
will mean that domestic currency credit will continue to carry a higher price
compared to euro credit. If, as some authors have forecasted, the Bulgarian
economy increasingly uses the euro as medium of exchange with increased
integration with EMU countries, this economic cost will become less of a
problem. There is also an orderly exit from the currency board on the near
horizon with the approaching entry into the EMU. Unilateral adoption of the
euro ahead of such entry would eliminate the risk premium on local currency
assets but that policy raises a host of new economic and political issues, the
potential cost of which is difficult to measure.



Appendix

Table 1
MACROECONOMIC DEVELOPMENTS, BULGARIA 1992-2003
CPI Budget Gross fixed | Real GDP Current
inflation balance as Pefce“ta?ée capital growth Unemploy- | account as
Year (percent- | percent of changein | formationas | (percent- mentrate | percent of
age change GDP M2 percent of age GDP
in the CPI) | (- deficit) GDP change) (- deficit)
1992 79.2 -2.9 53.7 -7.3 15.3
1993 63.9 -8.7 54.5 -1.5 16.4
1994 121.9 -3.9 76.8 9.3 1.8 12.8 -0.3
1995 329 -5.7 39.3 14.6 29 11.1 -0.2
1996 310.8 -10.4 117.8 8.9 9.4 12.5 0.2
1997 578.6 2.1 345.0 12.2 -5.6 13.7 4.1
1998 0.9 0.9 11.5 11.6 4.0 12.2 -0.5
1999 6.2 -0.9 11.8 15.9 23 16.0 -5.3
2000 11.4 -1.0 28.8 16.3 5.4 17.9 -5.6
2001 4.8 -0.9 26.1 19.9 4.0 19.5 -6.5
2002 4.4 -0.8 12.2 9.3 4.0 16.8 -4.4
2003 5.6 -0.7 18.4 18.0° 4.12 12.7 -8.7

Sources: European Bank for Reconstruction and Development, Transition Report, various years;
Bulgarian National Bank, Annual Report, various years, and data from the National Statistical
Institute of Bulgaria.

* Based on the first six months of 2003.
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Table 3

THE PERCEIVED EFFECT OF THE BULGARIAN CURRENCY BOARD
AND UNEMPLOYMENT

Percent of respondents by type of response

Statement: The currency board contributes to high unemployment

2000 2001 2002 2003
Strongly agree 25.0 14.3 26.2 10.7
Agree 22.6 14.3 16.8 11.8
Disagree 19.7 20.6 6.4 14.9
Strongly disagree 9.2 21.6 6.9 20.8
| don’t know 23.5 29.2 43.8 41.7

National surveys, Bulgaria, August 2000, October 2001, June 2002, and August 2003.
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